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PROCEEDI NGS

DR. WLENSKY: Let ne start the session, please.

Let me rem nd people that we've nmade a change in
our schedule for today. As is obvious, we did not start
with the open session at 8:30. W have a two hour period
schedul ed for case-m x classification systens in post-acute
care. W will have a break after that period for a short
whi | e.

W will start the graduate nedi cal education
di scussion around 11:30. It will go for the schedul ed
length of tinme that we've all owed, an hour-and-a-quarter.
W will have an abbreviated |lunch break, it wll probably be
around 12:45 to 1:30. We will follow the schedule as it was
posted for the risk adjustnment discussion from1:30 to 3:00.

So people who are interested in any of those
di scussions, | just wanted to alert them about the change in
t he schedul e.

Julian, this is nostly your presentation day, but
why don't you start the norning session and bring in the
ot her presenters, as appropriate. Thank you.

MR PETTENG LL: The materials for this
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presentation are at Tab G and in the handouts in front of
you.

Just a brief note on what we're going to do and
the order in which we're going to do it. This presentation
isinthree parts. First, I'lIl give a brief conceptual
overview of patient classification systens in the context of
adm ni stered pricing systens. That is, what role the
classification systemplays in paynent and howit's related
to ot her conponents of the paynent system how
classification systens are devel oped, and sone issues to
t hi nk about when you're considering any particul ar system

Then Dana will tal k about the resource utilization
groups in the context of skilled nursing facility
prospective paynent systemthat is currently being
i npl enented. And she will be followed by Stephanie who wll
tal k about the status of the effort to develop a systemfor
inpatient rehabilitation facilities.

These materials are really part of the foundation
for potential recommendations in next year's March report.
There are sort of two parts of the context here. One is

that, as you know, the BAA requires HCFA to inpl enent
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prospective paynents for nost post-acute care providers in
the next few years. As | said, the skilled nursing facility
prospective paynent system began -- is being inplenented now
for cost reporting periods beginning on or after July 1 of
this year. The honme health systemis slated to be

i npl ement ed begi nning Cctober 1 next year, and inpatient
rehabilitation facilities paynment systemis schedul ed for

Oct ober 1, 2000.

Anot her part of the context here is that | just
wanted to rem nd you that the paynent system and net hods
that we focus on so nuch are dependent on and linked with a
| arger set of program systens. These include the supporting
data systens, including the content of the forns that
providers submt and the codi ng systens that underlie those
clains, the audit nonitoring and quality review systens, the
provider certification policies and systens, and coverage
policies. So one part of paynment systemdesign is to make
sure that all of this works together, that the paynent
systemis consistent with the other parts of the program and
fully integrated with it.

|'"d like to nove on to the role of patient
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classification systens in paynent. |In general, HCFA s goal
is to ensure access for beneficiaries to reasonable quality
of care wi thout having to spend any nore than necessary.
That inplies that the paynment rates have to cover the cost
an efficient provider would be expected to incur in

furni shing appropriate care.

This raises at |east three key issues. The first
of these is what's the unit of paynent going to be? The
decision here is usually based on a variety of
consi derations but one of themis that, in general, other
t hi ngs being equal you would prefer to use a larger unit --
that is, a day is better than a service and a stay is better
than a day -- because the larger unit creates broader
i ncentives for efficiency.

Anot her consideration is what's the natural unit
here, if there is one, for the particular provider? And
t hen anot her consideration is at what |evel can we reliably
di stinguish the different products that the provider
produces? Cenerally, this depends to a | arge degree on the
information that is available in the particular setting.

And that | eads to the second i ssue. | f al
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patients were the sane, if there were no distinct products
but just skilled nursing facility care was one uniform kind
of care, for exanple, we would just pay a flat rate and be
done with it and the paynent system would be incredibly
sinple. But that's not the case, patients are different.

So the question is how do you distinguish anong
types of patients so that you can neasure the expected
differences in relative costliness that drive the
di stribution of paynents to providers? That requires a
classification systemthat identifies the different types of
products and a set of relative weights that nmeasure the
relative resource requirenents.

A third issue is howto set the |evel of paynent
rates. This is usually tied, in sonme fashion or other, to
paynments under the previous system But that's not the
focus of the discussion today, and we're nore focused on the
classification system

There's really also a fourth issue that didn't fit
on the slide, and that is the issue of how you update
paynments over tine, including updating the classification

systemand the relative weights. Sonetines that becones an
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i nportant consideration in how you define the classification
systemin the first place, or what underlying data you have
to have to support it.

Let's go on. Having nade all those deci sions,
what you generally end up with is a systemthat has a single
structure. That is, the paynent rate is equal to a base
anmount multiplied by a relative weight for the particul ar
category of care that is furnished. The categories are
defined by the classification system based on the data
submtted by the providers for care provided to
beneficiaries and the underlying coding systens. And the
relative weight nerely reflects or neasures the relative
costliness of a particular category relative to the overal
average across all types of cases produced by that provider.

| f you do this successfully, then the providers
are not inappropriately rewarded or inappropriately
penal i zed for treating patients with different conditions or
different characteristics. They are rewarded for furnishing
care efficiently within the bundle that is defined by the
unit of paynent and the classification system

Let's go on to the issue of how classification
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systens are devel oped and the criteria that are generally
used. The classification system defines the distinct
products that are going to be priced in the paynent system
There's always a tension between what's conceptually
desirable for category definitions and what's feasible.
Categories are usually defined based on know edge
of medicine and appropriate practice. But coverage policy
and potentially undesirable incentives sonetines play a
role, as well. For exanple, people are usually reluctant to
set a separate for patients who die because if it turns out
that you're going to pay a | ot of noney for soneone who
dies, the incentives are a little bit scary. | hope no one
really believes that providers are going to go off killing
people in order to get nore noney, but it | ooks bad.
Cenerally, the devel opers try to define categories
that contain clinically simlar patients who have conparabl e
resource needs, both in terns of the mx and the quantity of
resources that would be used to provide care. But this is
often constrained partly by the limtations in avail able
data and codi ng systens, partly by the potential for gam ng,

and al so to sone extent by basic ideas about what's the
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maxi mum nunber of categories that you can have in the
classification systemand still have reasonabl e nunbers of
patients falling in each one, so that you can set a relative
wei ght ?

The | ast overhead | ays out sone issues that you
generally mght want to think about in considering a
particul ar system The first issue is whether the
classification system supports the paynent system objectives
that you had in mnd in the first place. That is, does it
get us where we want to go, or does it at |east nove us in
the right direction? Because sonetinmes you can't devel op
the systemthat ultimately you would want to have. You have
to put in place sonething that's kind of an interimsystem
that you'll want to refine later.

An inportant question here is whether the
classification systemand the weights account for at |east a
reasonabl e portion of the predictable variation in costs
anong patients. | say a reasonable portion because you
don't want too nuch explanatory power. |If you get too much
expl anat ory power then you're explaining everything and

there's no role for random vari ation and no role for
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provi ders to econon ze on the cost of care.

At the sane tinme, you don't want too little. You
want the systemto explain. |If it explains too little, then
it's not going to set fair rates that cover expected costs.

A second inportant issue is what's the character
of the supporting data? |Is it objective? That is, easy to
audit and difficult to gane. Does the provider submt the
data or nerely tell you what classification category the
patient groups into? That's inportant because the data
streamis crucial, in the longer term to refining and
updating the system over tine.

Does the supporting data instrunment facilitate the
devel opnent of relative weights? To a large extent, that's
a question of whether there's a usable neasure of resource
use associated with the data. Are you just getting clinical
information or are you getting spending information, as
well? |If you' re not, that potentially creates a bit of a
probl em down the road because the rel ative weights aren't
necessarily tied into the changes in clinical practice.

Athird issue is if simlar care can be provided

in other settings, howis it grouped and paid for there?
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And is it consistent with the way you're doing it here?

That's not an exhaustive list by any stretch of
the imagination. |'msure other people wll think of other
i ssues that you ought to worry about, but those are sone
maj or ones that | thought of.

Now, if there are no questions, we'll go on to --

DR. ROAE: Can | make one observation? About your
comment about not wanting to pay for patients who are dying
because it's a scary incentive. Just to tie different parts
of the agenda together, you know, we started yesterday with
a very thoughtful discussion about care at the end of life.
Qobviously, it's probably just as bad, if not worse, to have
an incentive to keep people alive because you're getting
paid for the services you' re giving themwhen they shoul d
have died. And if that's the incentive that we have in the
system a disincentive to identifying people and putting
themin an end-of-life care situation, then that's al so
obviously ethically bankrupt.

Soit's a mnor part of this, but it's just one of
the issues that | think this agenda fits together and, as we

consider issues relevant to classification systens of post-
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acute care, we should also at |east include sone thought
about the relevance of the discussion yesterday about
palliative care, end-of-life care.

DR. NEWHOUSE: Julian, | want to take you back to
the coment you made about unit of paynent. | think you
said sonmething like with other things equal, or sone
qualification, then a broader bundle of services or a
broader unit of service was preferable to a narrow unit of
service. D d | hear that right?

MR. PETTENG LL: Yes, within the context that
you're determning a fee-for-service paynent for a provider

DR. NEWHOUSE: What | wanted to say was, it seens
to me the qualification has to be either you can specify the
bundl e of services you' re purchasing or you can specify sone
ki nd of outcone by which you' re going to judge what you' ve
purchased. Like if you buy an autonobile, when you turn the
key the car starts. You don't necessarily care what kind of
metal you're inserting in the key, as long as the car
starts. O you've got kind of a detailed bundle of specific
services that you' ve contracted for

It seens to me neither of those is likely to hold
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very well in health care, which is why we have all these
debat es about what the right way to price is. And it's not
clear there is a right answer to howto price. | nean, |
think I have in nmy head a right answer conceptually, but
it'"s not clear that it could be inplenented. 1In fact, it's
pretty clear it couldn't Dbe.

MR. PETTENGQ LL: That's exactly the problem You
have a series of trade-offs that you have to make in making
t hese deci si ons.

DR. NEWHOUSE: Right. But then | wouldn't have
said there's no presunption that a broader unit of paynent
is necessarily better because of the difficulty of
speci fying what |'ve actually got when | buy the unit of
paynment, or when | buy the broader unit. 1In the SNF case
did I get enough physical therapy for the stroke patient if
| just pay per discharge? O indeed, in the fully capitated
heal th plan case, what was the right anount of service?
What was nedically necessary. But let's keep it on the SNF
case.

MR. PETTENG LL: At sone point in the distant

future the end goal nay well be to be able to nmake paynents
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based on a specified set of outcones, but we're --

DR. NEWHOUSE: Yes, but as | say we can all agree
that we're not there, yet.

MR. PETTENG LL: Right. M sense is that we're a
long way fromthere. 1In the neantinme, it seens to ne that
the unit of paynment decision really depends a great deal on
what sort of classification systemyou can generate.

But | would also caution that you can't make the
paynment system do everything. The paynent system can create
a set of incentives that you think are desirable. But there
al so have to be other systens in play here that nonitor the
quality of care and help to ensure that --

DR. NEWHOUSE: W agree on that. |'mnot even
persuaded -- | guess | want to nake two comments. One is
there's no presunption that there is a single right answer
here to the unit of paynent. And second, indeed, | think
that we may well want to consider some kind of m xed basis
of paynent rather than is this single basis better than that
singl e basis of paynent.

DR. W LENSKY: Any other issues?

DR KEMPER | just wanted to comment, first on
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that issue of a broader bundle is always better than a
smal l er bundl e, or other things equal. | guess the other
things equal is pretty inportant. It seens to ne the
objective is to get things not too hot, not too cold, just
right. W don't want to provi de unnecessary care, but we
al so don't want to under-provide rehabilitation or therapy
or whatever kind of care it is.

So if there's a lot of uncertainty about getting
the incentives right to provide enough care, then you m ght
not want to set up very strong incentives to limt care. So
| think once you get beyond the conceptual level, that's the
real rub here.

And the second conmment is to conme with sort of
m ndset, the way you described it I got a sense a lot of the
case-m x issues being inportant to deal with distribution of
patient mx across facilities and that that's the primary
enphasi s, as opposed to getting it not too hot, not too cold
and setting up the incentives for the appropriate |evel of
clinical care.

So | guess, in technical termnms, nore enphasis on

the efficiency and appropri ateness side rather than on the
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di stributional side. Not that the distributional side isn't
i nportant, but that that ought to be where we | ook at these
data in the clinical side of things to get at that.

MR, PETTENG LL: | guess | would respond by saying
t hat nost peopl e devel oping classification systens spend a
lot of tinme and effort trying to get it right, in the sense
that the categories are clinically neaningful categories
that appropriately distinguish patients with very different
needs. |If you do the relative weights correctly, then what
you're doing is not only helping to ensure a fair
di stribution of noney anong providers according to the m x
of patients they have.

But in addition to that, you're avoiding creating
incentives for people to select, that is to avoid taking on
the patients with the nost needs. And that's really
i nportant for access and quality of care.

MR. SHEA: The classification systens, is there
any neasure of inprovenent in health status that is built in
or conceptually included here?

MR. PETTENG LL: No, generally not.

MR, SHEA: So what is the quality neasure check
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then, that you nentioned a few m nutes ago, you need ot her
systens ot her than paynent systens?

MR. PETTENG LL: R ght. Yes, you need a separate
system For inpatient hospital care you have PRO revi ew.
It can focus on individual cases or types of care, as it did
in the beginning, or it can focus on patterns of practice as
it attenpts to do now. But you need a systemthat | ooks
back at what happened.

DR ROAE: | think, Gerry, to comment on that from
a clinical point of view, it's very difficult. For
instance, if you take patients with stroke -- and you could
even be nore specific and say right-sided parietal stroke.
Very smal |l differences in the size or the location of the
stroke have a major inpact on the functional capacity of the
patient, how much they could recover. Their armis going to
be paralyzed or it's not, sort of, depending on a half a
millimeter or a mllimeter on the CAT scan. And the biol ogy
overwhel ns the clinical output.

So if you've got that part of your brain out, you
can have all of the rehab in the world and you're not going

to be able to use your arm So it really becones very
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difficult, unfortunately, to say okay this is a man with a
parietal stroke and how much we pay will be influenced by
whet her he wi nds up being able to use his arm or sonething
because it's just not -- the |inkage of the diagnosis with
the functional outcone is just not one-on-one. There's a
| ot of variety.

Anot her thing, in the begi nning of nedical school
we try to inpress upon nedical students the difference
bet ween a disease and an illness. A heart attack, acute
myocardi al infarction. Sonme people have it and it's silent.
They don't even know they have it. They went to work that
day. Oher people die of it imrediately, other people are
inan ICU So if you take acute nmyocardial infarction and
then say we're going to have cardiac rehab, well the anount
of functional recovery or change over tine is so dependent
on the disease that it influences the illness. Patients
with the sane di sease diagnosis wll have very different
i Il nesses.

Soit's alittle hard to do. | agree with what
Jul i an says, you need a separate kind of thing.

There are sone diseases in which you can do this,
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like an anterior cruciate liganment repair, the patient
shoul d be able to walk at X period, a date, stuff |ike that.

DR. KEMPER  But, Jack, correct ne if |I'mwong.
On the rehabilitation, it's possible to and they do
establish clinical goals for rehabilitation on a patient-
speci fi c basis.

DR RONE: On a patient-specific basis, yes, but
not on a diagnosi s-specific basis. It's on an illness-
specific, that's ny entire point. You could do it on a
patient-specific basis prospectively and say for this
patient, starting in this status, our goals are this. But
if you put all the patients wth that diagnosis in a bucket,
parietal stroke, it would be unreasonable to say we're going
to pay you extra if you can wal k. Because sonme of them are
al ways wal ki ng and others are never going to be able to
wal k.

DR. WLENSKY: Is there a way to try to nake not
only an initial classification but an initial classification
functional inpairnment and then sort of an end, since you're
tal ki ng about an --

DR. RONE: That's done for every patient by the
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physi ci ans and t herapi sts.

DR. WLENSKY: But in ternms of a paynent strategy,
could you use as a start point both diagnosis and initial
i npai rment and then --

DR ROAE: | think you may be able to. The
problem of course, is you' d get into gam ng because people
woul d be setting goals that are too | ow because they know
they're going to be able to get that.

DR. WLENSKY: Right, or inpairnment neasures
initially that were nore severe than they really were.

DR RONE: R ght. | think there is probably a way
to do this. Certainly for every patient there is this kind
of robust assessnent of what their functional status is at
t he begi nning and what their rehab goals should be. And
it's influenced, you know, by what their social situation
i's, whether they have hel p, whether they live al one, whether
in order to work they have to be able to right or read or
wal k or what ever.

DR. WLENSKY: Are we getting into the next
section, by the way?

MR. PETTENG LL: | think to sone extent. | nean,
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sone of these issues will be perfectly germane to RUGs.

DR CURRERI: | just want to ask Jack a question.
One of the problens | see with this whol e business is that
you're trying to set a fair rate for an efficient provider.
But that efficient provider, the definitions get a little
different. | nean, let's take your exanple, a stroke where
you have partial paralysis rather than paralysis.

The end points are going to be very different,
dependi ng on whether the patient is an artist or the patient
is retired and just needs activities of daily living to have
a good quality of life or whether they need fine finger
dexterity to continue their career. So when you start
measuring efficient care here you al nost have to define each
patient or a patient outcone.

DR. ROAE: That's right. The treachery is relying
too much on diagnosis alone. | nean, we could -- and you' ve
heard this before -- but | could describe a patient to this
group who is a 75-year-old man with a history of a heart
attack, maybe a stroke and hypertension. And you couldn't
tell me if that man was in a nursing hone or sitting on the

Suprene Court of the United States with those three
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di agnoses.
So obviously we need to get to the next |evel of
patient-specific, or at |east some groupings of patients

where the error on the one side and the other side is not so

great. | nean that's what this is about, | guess.
MR SHEA: | didn't nmean to get us into too
conpl ex a discussion. | thought Joe had the right |evel of

this, for this prospective paynent was the right anount of
therapy given? | nean, that's just sort of a nmuch sinpler
cut at this.

It seens to ne when you tal k about this area of
skilled nursing care, just given the history here of care
bei ng delivered or not being delivered for the amount of
nmoney that was paid, it just seens |ike doing a prospective
paynment systemthere poses -- | don't know, it seens |ike we
want to be particularly thoughtful about what other neasures
can we try to get in as quickly as possible to make sure
that the potential abuses don't...

DR. ROAE: That's right. Because you would be
giving therapy which is of no value to a patient.

DR. NEWHOUSE: This may or nay not be hel pful, but
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this issue of howto pay is not limted to health care. |If
you think about contracting with an architect to do a
renodel, you can pay a lunp sum you can pay by the hour
The lunp sumis anal ogous to the broad basis of paynent.

You t hink about contracting with a | awer to take
a case. You can pay by the hour or you can pay a |lunp sum
t he sane kind of issue and sanme kind of potential incentive.
I f you're paying by the hour there's a potential to pad the
bill. If you pay the lunp sumthere's an incentive to
stint.

It's interesting to ne, by the way, that in both
of those other cases we seemto do it either one way or the
ot her way. | nean, we observe both of those but we don't
observe a m xture typically.

MR, MacBAIN. Just a quick interjection because |
think Joe's exanple of the architect is an interesting one
that | hadn't thought of before. 1In building projects I've
been involved with there are two key people other than the
payer. One is the architect who designed the building and
then, through the construction process, becane the payer's

advocate. And the other is the contractor who actually was
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responsi bl e for assenbling a team of people, ordering the
supplies and getting the thing built.

Paynents were nmade on a progress paynent basis,
subject to certification by the architect that the building
was bei ng constructed according to the specifications that
|, as the payer had approved.

There is no architect in this nodel. W're
dealing directly with the subcontractor, alnost. | think
that's one of the things you're grappling with. As payer we
really don't have the expert advocate to tell us what's
goi ng on.

DR. W LENSKY: That was why we had put in the
notion -- it's not an ongoi ng anal ogy, but it was why we had
put in the request for an independent case manager reviewer
after 60 visits to, in fact, put sone distance between a
physi cian who is asked to certify the need for visits and
t he actual hone care provider.

DR. RONE: Exactly. A clinically-based person who
can sort of make a judgnent.

DR. W LENSKY: Wo has presumably neutra

i ncentives.



10

11

12

13

14

15

16

17

18

19

20

21

26

M5. KELLEY: As you know, the BBA mandated the
i npl ementati on of case-m x adjusted prospective paynent for
skilled nursing facilities. The transition to the PPS began
in July.

This nmorning 1" mgoing to review the basic
el enents of that PPS and at future neetings staff wll
present technical details about the SNF paynent systemin
preparation for your March report. Also, we plan to explore
i ssues that cut across all the post-acute care settings,
such as the rationalizing of paynent for simlar services
and issues related to the bundling of acute and post-acute
care paynents. So you can |look forward to issues |ike that.

Before we turn to the new paynent system let ne
rem nd you of what was wong with the old one. Medicare's
paynments to SNFs were based on reported costs. SNF costs
are separated into three categories, routine, capital, and
ancill ary.

Medi care paynents for routine costs, which include
room board and skilled nursing services were based on
facility-specific costs subject to an input price adjusted

national average per diemcost l[imts. New providers were
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exenpted fromthose cost |imts for up to their first four
years of operation. Since the nunber of SNFs grew nore than
50 percent between 1990 and 1997, a fair nunber of
facilities were operating without cost limts during that
tine.

In addition, many providers with reasonable costs
t hat exceeded the routine limts were granted exceptions
fromthe limts. Paynents for capital and ancillary
servi ces, such as physical, occupational, speech therapy,
| aboratory tests, radiology procedures, were based on
facility-specific costs without Iimts.

Under this paynent systemthen, higher capital
costs and ancillary use resulted in greater Medicare
paynments. SNFs also were able to use high ancillary service
use to justify exceptions fromthe routine costs limts,

t hereby increasing their routine limts.

In this paynent environment, Medicare expenditures
for SNF services grew quite rapidly, increasing an average
of 33 percent each year since 1986 and reaching an esti mated
$13.2 billion in 1997. SNF outlays now represent about 9

percent of Part A expenditures, which is up from1l percent
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in 1986.

Under the new PPS, a case m x and wage adj usted
per diem paynent is made to cover the routine, ancillary,
and capital costs incurred in treating each SNF patient.

The case-m x classification systemthat's going to be used
is the resource utilization group systemcall ed RUGs,
version three, which is why it's called RUGIII

The RUG system first divides patients into seven
categories, representing groups of patients with certain
clinical conditions. Patients are then subdivided into 44
RUGs based on their functional status, as neasured by
[imtations in activities of daily living and the nunber and
types of services used.

The seven RUG patient categories are shown here.
To give you an idea of the patients in each of these
categories, rehab patients are those needi ng any conbi nati on
of physical, occupational or speech therapy. Extensive
services patients are those with a relatively |arge nunber
of ADL Iimtations, who need tube feeding, suctioning,
tracheostony care or ventilator care. Special care patients

are those with a relatively large nunber of ADL limtations
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who require are for conditions |ike quadriplegia or multiple
sclerosis.

Cinical conplex patients have conditions |ike
burn, coma or septicem a or they may need dial ysis.
| npai red cognition patients have difficulty in decision-
maki ng, orientation and/or short termnenory. Behavior-only
patients exhibit synptons such as wandering, hall ucinations,
or physical or verbal abuse of others.

The systemis hierarchical so a patient who has
difficulty with short-termnenory, by itself an inpaired
cognition classification, would be classified as clinically
conplex if she also needed dialysis. Patients not neeting
the indications of the first six categories are classified
in the | ast category, physical function reduced.

Each category is broken down into RUG groups, so
as you can see here there are 14 RUGs under rehab and three
extensive services RUGs, et cetera. Each RUG has a nursing
i ndex or a weight, indicating the average |evel of resources
needed to provide nursing services to patients in that
particul ar group. The rehabilitation RUG al so have therapy

i ndexes.
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The RUG system can be used for both Medicare and
Medi cai d paynent. Generally speaking, patients falling into
the top four categories here, or the top 26 RUGs, woul d neet
t he Medi care coverage criteria for special rehab and skilled
nursing services. The remaining RUGs are nore often used to
descri be Medi care patients.

Patients are assigned to a RUG group based on the
results of required periodic assessnents which are recorded
in the mninmmdata set or MDS, which is a patient
assessnent instrunment used to devel op plans of care for
nursi ng honme patients admtted under Medi care or Medi caid.
After each assessnent the RUG group is recorded on the claim
and sent to the fiscal internediary for paynent.

Assessnents are reacquired on day five, 14, 30, 60
and 90. So the RUG to which a patient is assigned can and,

i n many cases, probably should change during the patient's
SNF stay. Once a patient has been cl assified, the paynent
anount for that assessnent period is determ ned. The
paynment will differ depending on the RUG to which the
patient is assigned and the |ocation of the SNF.

Thi s overhead shows the Federal based per diem
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rates for the SNF PPS. There are four conponents of
paynment. Each RUG has a nursing case-m x weight to which
t he nursing case-m x base paynent is applied, $109.48 for
SNFs in urban areas, for exanple.

The rehab RUGs al so have a therapy case-m x wei ght
to which the therapy case-m x base paynent is applied.

There are al so non-case-m x conponents which recogni ze the
fixed costs associated with the care of nursing hone
patients regardless of their clinical characteristics or
functional limtations. Al RUG have a non-case-m x
conponent rate added to the paynent which covers the average
costs of general services. That's the $55.88 for urban
SNFs.

Non-rehab RUGs al so have a therapy non-case-m x
conponent rate to cover the average costs of the |ow | eve
rehab services provided to patients that are not in the
rehab category.

As an exanple, consider a patient wwth multiple
sclerosis and a relatively high | evel of dependency in
activities of daily living. The patient is classified in

one of the special care category RUGs called the SSA group.
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The nursing case-m x weight for this group is 1.01.
Mul tiplying this weight by the nursing case-m x per diem
rate for urban SNFs results in a nursing case-m x conponent
of $110. 57.

Since this is not a rehab RUG group, there is no
t herapy case-m x wei ght or added rate. The nursing case-m X
conponent is then added to the applicable non-therapy case-
m x conponents, which are the sane for all patients. Here
t he ot her therapy non-case-n x conponent of $10.91 and the
non- case-m x conmponent of $55.88. The sum of these anobunts
is $177.36 and this is the per diemrate for any patient in
this RUG in any urban SNF.

DR. RONE: Per dienf? Per day?

M5. KELLEY: Yes, per diem

The total Federal rate would then be adjusted by
the wage index to reflect the wage level in the SNF' s market
area. For the next three years, this rate will be bl ended
with each facility's own specific rate starting with a 75
percent/25 percent -- 74 facility-specific/25 Federal --
going to 50/50 in the second year, and 25 facility-

specific/ 75 Federal in the third year.
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The Conmm ssion has voiced a nunber of concerns
about the RUG classification systemin the SNF PPS. One
issue is the fact that RUG relies on the need for services
as a predictor of resource use. This creates incentives for
provi ders, as you've just discussed, to furnish nore
services than are needed so as to classify patients in
hi gher wei ght ed groups.

On the other hand, sone observers are concerned
that using a classification system based solely on patient
functional status could reward facilities if patients
deteriorate into higher RUG categories. Using service
provision to group patient then m ght counteract these other
i ncentives to deny needed care.

Met hods that mi ght be used to limt or prevent the
provi si on of unnecessary services or to ensure that
necessary services are furnished are not discussed in the
Secretary's interimfinal rule. There is no nention, for
exanpl e, of whether or how audits m ght be carried out to
determine if the service needs identified in the m ni mum
data set are actually net.

Anot her problemis the | ack of nmechanismfor



10

11

12

13

14

15

16

17

18

19

20

21

34

updating the initial case mx weights for skilled nursing
and t herapy services. Those weights should change over tine
as practice patterns, technol ogy and paynent incentives
affect the anount of resources required to furnish the
services. The weights may also shift as the patient m x

wi thin each RUG group changes, which can result from changes
i n adm ssion practices or changes in codi ng behavior.

If the weights are not updated in response to
changes in resource use, inappropriate financial incentives
may be created and paynent inequities may devel op across
provi ders. Aggregate Medicare spending for SNF services
could be affected as well.

Yet another issue pertains not to the RUG
classification systemper se but to the unit of paynent for
which it was designed. The RUG systemis used, as you know,
with per diempaynent. A per diem PPS creates incentives
for providers to control costs by furnishing fewer services
in aday. At the sanme tine it encourages providers to
| engt hen the patient stay and increase patient revenues in
t hat way.

If there are any questions, |'ll take them
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DR. LONG | presune this is a political and not
an econom c question, but why are the rural rates higher for
t he therapy non-case --

M5. KELLEY: Actually, | think that is an econom c
gquestion. Those rates were based on cost data, so that is
what the data suggested woul d be appropriate.

DR. LONG |Is that a surprise?

MR. PETTENG LL: The nunbers that you were | ooking
at were the standardi zed amounts. They're national
standardi zed anounts and the rural rates are sonetines
hi gher because that reflects the fact that rural areas tend
to have | ower wage index values. So when you standardi ze
the national average, it goes up

They may have had | ower costs, but they also had
| ower wages. So when you standardi ze the cost val ues to get
the national nunber, it actually noves up because you're
di viding by a nunber that's |ess than one.

DR. LONG It's a national standardi zed amount but
for all rural areas?

MR, PETTENG LL: Yes. So it may appear to be

hi gher than the standardi zed anmount for urban areas sinply
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because the wage index values for rural areas are bel ow one
for the nost part, while the wage index val ues used to
standardi ze the costs are above one in urban areas and

you' re dividing through in both cases. So that's partly
artificial.

M5. KELLEY: Wen the cost data is eval uated,
| ooking at a rural SNF, it looks like it has relatively |ow
costs. Those costs are adjusted for their |ower wages to
standardi ze themto a national average so that we can
conpare a rural SNF and an urban SNF or all rural SNFs by
making it appear that their wages are all the sane.

DR. NEWHOUSE: It nay be economies of scale in an
urban SNF that's show ng up here. Another way, they've
taken out the wage difference.

M5. KELLEY: Then once you have that national
average for a rural area, then you can apply the rural
area's wage index. In this case, | don't know, it was $56
for that non-case-m x conponent. 76 percent of that is
considered to be |labor related, and so the wage i ndex wl|
be applied back in to get that particular rural SNFs total.

DR. LONG That's only for the nursing rates --



10

11

12

13

14

15

16

17

18

19

20

21

37

M5. KELLEY: It would be for all but that's one of
the rates that is actually higher for rural areas than for
ur ban.

DR. CURRERI: After the 90-day MDS is filed, then
there are no nore filings; is that correct?

M5. KELLEY: That's correct.

DR. CURRERI: \What happens if a patient has a
stroke after 90 days while in the skilled nursing facility?
Can they resubmt?

MS. KELLEY: Medicare covers 100 days. So after
that the patient would be a Medicaid patient or a private
pay patient.

DR. KEMPER Could you say a little bit nore about
this issue of using service use as a predictor? How does
that actually get established? Is it the clinician's
judgnent in the nursing home about how nuch therapy is
needed? O is it retrospective based on the actual receipt
of the therapy?

M5. KELLEY: It's both actually. The m ni num data
set that | put in the attachnent in your neeting nmaterials

is the patient assessnent tool that the RUGs classification
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is based on. That is the took with which or by which the
SNF determ nes how nmuch rehab therapy they believe a patient
w Il need, for exanple. How many hours of speech therapy
and occupational therapy a patient will need.

However, the assessnment is done, for exanple, the
first assessnent is filed on the fifth day. So there is
some know edge of what's been going on when the SNF files
their assessnent for paynment on the fifth day.

DR. KEMPER | guess the issue, it seens to ne, is
if I goto Bill and he says | need an appendectony, we don't
gquestion that judgnent in that case, or at |east in nost
cases we don't question that judgnent. But in the case of
therapy, if the therapists are nmaking a judgnent about how
much therapy is needed, it's an anal ogous ki nd of clinical
judgnent. There may be a |l ot nore variation in what is
judged to be clinically appropriate, but it still is a
clinical judgnment about need.

And so in a sense, I'mnot sure this is stated
quite right, as using resource use as a service provision as
a predictor of resource use, as opposed to a clinical

judgnment. And then | think the issue is not how nuch
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confidence but how nmuch variation in judgnent is there about
how much use i s needed.

| don't see how you could develop a therapy rate
cell w thout having sonme judgnents -- | nean, given Jack's
coment s about diagnosis as a wi de range of need for therapy
-- wi thout having sone clinical judgnents.

DR. RONE: | think the answer is you need a
separate audit or check or review If Bill does too many
appendectom es which aren't needed, the pathol ogi st reads
t hose appendi ces out as normal and he gets to a certain
percent age of those and the hospital adm nistration sits
dowmn with himand says | ook, we've got a problem here.

So there's an independent mechani sm for oversight
in that case, in addition to professional reputation and
ot her things, which are very powerful. So what you'd need
in this case obviously, as we said before, was sone kind of
i ndependent neasure at sone point of retrospective as well
as prospective. Was this the right set of services?

M5. KELLEY: If a SNF were routinely categorizing
patients in a RUG that indicated they woul d need X nunber of

hours of therapy, and in checking later on it was found that
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routinely the patients were getting half that anount, that
woul d ook |ike the SNF was classifying patients in a
particular way in order to maximze their paynent, as
opposed to maki ng honest m stakes in judgnent, which you
woul d t hink would go either way with about the sane
frequency.

DR. KEMPER | guess ny point is it's just not a
systemthat's based retrospectively, nmaking paynents
retrospectively. But it's not a service use. It's nmaking
paynments based on clinical judgnents.

MS. KELLEY: That's true, based on the judgnment of
what you think the service will be.

DR. KEMPER  But perhaps in an environnent where
there isn't a pathol ogist |ooking as routinely at the care
and it may not be as clear. The pathol ogist's judgnent
m ght not be as clear.

M5. KELLEY: That's right.

DR. KEMPER | guess | had one other question.

That is, with the SNF use, do you have any sense of how many
of the patients, what proportion of patients, are in nursing

homes and remain in nursing honmes after the end of the SNF
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epi sode?

The reason | ask that question is that the
incentive issues are very different if sonmebody either is or
is going to remain a nursing hone resident, then the issue
of episode versus per day paynent is largely an equity -- |
guess exclusively an equity issue. At what point do you
switch from Medicare to Medicaid or private pay status?

So the whol e incentive discussion there is very
different for those kinds of patients than for patients who
are going to be discharged at the end of the SNF stay. |If
all were nursing hone residents, then you wouldn't worry so
much about the incentive effects of a per diem It would be
an issue of what's the maxi num benefit under the SNF.

Do you have any sense of how --

MS. KELLEY: W don't have a good sense of that
actually. We mght be able to ook into that, but | suspect
that the discharge destination would not be especially
reliable. But we can check into that.

DR. KEMPER There are other data sets besides
Medi care data. In all these areas, | think, the Medicare

data may not be as strong as sone other data sets.
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But if you' re thinking about an epi sode paynent as
creating an incentive for discharge, at least in an
i nportant portion of the patients, it's not going to create
that incentive. |It's just going to change the day in which
they're switched to anot her paynent source.

M5. KELLEY: Right. W do know that the average
Il ength of stay is relatively |ow conpared to how | ong t hey
can stay. It's about 21 days right now. So many, many
patients are discharged relatively quickly.

DR. KEMPER That's true, but that has to do, in
part, wth the copaynent after the 21st day.

M5. KELLEY: Absolutely.

DR. KEMPER. Do you have a sense of typically what
proportion of the total nursing home pay that $95 is? |
think in sone cases it exceeds the nursing hone cost, right,
in some circunmstances.

M5. KELLEY: | don't know.

DR KEMPER It's a pretty high proportion

M5. KELLEY: Yes, it is.

DR. NEWHOUSE: | just want to be clear on what |

think you said and how the m ni num data set gets used to set
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the rate. | notice at the end of the m nimum data set
there's a case-m x group box where, | presune, the RUG group
is put in and then that's consistent, for exanple, section T
says ordered therapies. And section Bis cognitive
patterns. And section Gis physical functioning. And
section E is behavior patterns.

Those are the data elenents that then get used to
group the patient; is that right?

M5. KELLEY: Yes. But not all these data el enents
are al ways rel evant.

DR. NEWHOUSE: But sone subset of these are
sufficient to group the patient?

M5. KELLEY: That's right

DR. NEWHOUSE: Then does the patient's status
change potentially every tinme there's a new MDS assessnent,
for purposes of grouping?

M5. KELLEY: It could, sure. It could. For a
rehab patient that was expected to recover, you woul d expect
it to. You would expect their RUG to change over the course
of their stay.

DR. NEWHOUSE: You said also the Secretary had
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announced no audit provisions on this?
M5. KELLEY: That's true.

DR. NEWHOUSE: Does that nean there won't be any,

or just the plans are still being drawn up?

M5. KELLEY: | hope that that neans plans are
still being drawn up, and | think that that is what is going
on.

DR. NEWHOUSE: If it were drawn up, the group that
woul d carry this out would be the PRO or some other entity?

DR. WLENSKY: No, people that do the survey and
certification.

M5. KELLEY: Probably.

DR. WLENSKY: It would be the people that do the
survey and certification.

M5. KELLEY: The MDS is sent not just to the
intermediary but to the state agency, usually. So the
foll ow up may be done at the state |level, the survey and
certification.

DR. NEWHOUSE: Like how frequently mght this be
done? O is that all unclear?

DR ROWE: The fact that there wasn't an audit
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menti oned doesn't nentioned there won't be an audit. It
will nmean it would be done by this routine --

DR. W LENSKY: The group that does the deficiency
assessnent .

DR. CURRERI: How often do they that, Gail? Do
you know?

DR. W LENSKY: Every couple years?

M5. KELLEY: | think so. | would assune that HCFA
will put in place sonme sort of nmechanismfor review ng
these. But as yet, it has been unnentioned in the rule.

DR. WLENSKY: And | can't imagine they won't.

DR ROAE: It would be essential, | would think
because of what we were tal king about.

DR KEMPER And it's both sides. This shouldn't
be divorced fromthe quality assurance side, either, that
sufficient therapy is provided as well as not too nmuch. And
that's what | think gets this whole review process, both on
are they over-providing care, needs to be nmeshed with sone
sort of quality assurance --

DR. NEWHOUSE: Now in the hospital case, the audit

basically goes back to the chart. 1In a sense, is the face
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sheet consistent with the data in the chart. |s that what
you presune woul d happen in this case? | don't know
anyt hi ng about charts in nursing hones.

M5. MAXWELL: HCFA tells nme that they're going to
have the MDS data sent to them In the past, before the SNF
PPS, it was not needed to go there, it only went to the
state. But with the SNF, they're going to send it out also
to themand they're going to use MDS data and al so they're
going to do sone audits on charts in the nonitoring.

That's just a verbal discussion. They don't have
any formal plans.

DR. NEWHOUSE: Should we say anything about this
issue? O do we plan to in the conment?

M5. KELLEY: We did nention it in our comrent on
the rule.

DR. W LENSKY: Presumably, at sonme point, just as
HCFA noticed that there seened to be a very high rate of
conpl ex physician visits and a very low rate of
unconplicated less than 15 mnute rates, that if there
seened to be unusually high nunbers of the nbst conpl ex RUG

classification, those are the kinds of things that you could
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audit independently of the chart, as to whether or not those
di stributions nmade sense.

M5. KELLEY: Right, and that would also --

DR. NEWHOUSE: How woul d you know i f they were
right w thout going back to the chart?

DR. W LENSKY: Presumably, it is not just whether
-- | nmean, if you have any sense you have the chart
consistent wwth whatever is in there. | think that in
addition to that you would presumably want to do sone ot her
ki nd of spot audits.

M5. KELLEY: Right. And of course, that has
rel evance to the other issue |I raised about readjusting the
wei ghts of the RUGs.

DR. KEMPER: Do you know how this HCFA review is
related to the -- | forget what we | earned about yesterday,
t he HAVEN, RAVEN, the quality assurance work that HCFA is
doing. Are those neshed at all?

M5. KELLEY: | don't know anything about the
HAVEN. Since it doesn't ring a bell, 1'"'mgoing to say |
don't think that they are one and the sanme, but | don't

know.
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DR. W LENSKY: Any other questions about this
portion of the presentation?

Thank you, Dana. Stephanie?

DR. NEWHOUSE: Let ne ask one nore question. How
do risk plans typically pay?

M5. NEWPORT: It can be everything froma
capitated to per diemto whatever

DR. NEWHOUSE: Do they use this kind of systenf

M5. NEWPORT: No, it's a negotiated rate, usually.

DR. NEWHOUSE: But you could have a negoti at ed
rate with a case-mx adjuster init.

M5. NEWPORT: It coul d.

DR. NEWHOUSE: But the industry generally doesn't?

MS5. NEWPCRT:  No.

DR. WLENSKY: Certainly not to date. Presunmably,
they'I'l follow what Medicare does.

DR. KEMPER This is really nore Medicaid paynent
met hodol ogy.

DR, NEWHOUSE: Yes.

DR. W LENSKY: Stephanie.

M5. MAXWELL: Good norning. ['mgoing to talk



10

11

12

13

14

15

16

17

18

19

20

21

49

about the issues concerning prospective paynent for the
rehabilitation hospitals and units.

As we know, the BBA requires inplenmentation of a
PPS for these providers by Cctober of 2000. |In the paper
you have, in your materials, you see sone background on
rehabilitation facilities, patients, and paynent policies.
| also review the literature concerning sone overlap of
patients nost commonly concerning the hip fracture and
stroke patients between rehabilitation and skilled nursing
facilities.

In the interest of tinme, I want to skip over that
now and focus on what HCFA' s proposal is and on the policy
i ssues that are being debated.

In some respects there's nore roomfor broad
debat e about the rehabilitation PPS and the SNF PPS, since
in fact the BBAis nmuch | ess specific regarding the PPS for
the rehab facilities.

This overhead lists what's in the BBA on the
subject. The law calls for a two year transition beginning
in Cctober 2000. During the transition, the paynents wl|l

be a two-to-one blend of TEFRA and the PPS, and they nust
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be 2 percent |ess than what they woul d have been under TEFRA
al one.

The | aw states that the PPS may use patient
i npai rment, age, related prior hospitalization,
conorbidities, and functional capability as case-m x
adj ustnment factors. The BBA did not specify a particul ar
system as it did regarding the SNF PPS.

The | aw al so states that adjustnents will be made
fromtinme to time to account for case-m x change and
scientific and technical advancenents. It also specifies
that update factors will be based on the narket basket
i ndex, that wage adjustnments will be applied, that outliers
cannot exceed 5 percent of the prospective paynents, and
t hat special paynents can be nade for Al aska and Hawai i .

HCFA is in the early devel opnment stages of a
rehab PPS that is nethodologically simlar to the RUG based
PPS recently inplenented for SNFs. What that neans
specifically is that data will be collected froma
stratified random sanpl e of 50 hospitals and units -- that
represents about 5 percent of rehab facilities -- for a

total sanple of about 2,000 patients.
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Al so, patient information will be collected using
an instrument that's ternmed the MDS PAC. On one hand, that
instrunment is tailored to the short-term post-acute care
patient, but on the other hand it's extensive. It's nmeant
to be applicable to patients in skilled nursing facilities
and long-term hospitals, as well as those in rehabilitation
facilities.

| mght add that, as we know, there's an entirely
separate patient assessnent effort that nost rehabilitation
facilities currently do. HCFA says that it doesn't want to
ignore that system but instead it will pull in that patient
information. You m ght recognize the FIMFRG and the UDS
ni cknames for those. HCFA will pull that information in and
conpare it wth the data they have com ng off of the MDS
PAC.

Resource use will be assessed by neasuring
t herapy, staff and other staff tinme, and by docunenting
services and procedures perfornmed in the rehabilitation
facility. Al of this will be used to develop a
classification systemthat predicts resource use on the per

diem | evel and al so develop a case-m x index that reflects
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the rel ative resource use of each classification group.

The proposal is not the first choice of the
rehabilitation community, nor is there full agreenent
bet ween HCFA and ot her parts of HHS. Neverthel ess, the
project is going to be done by a collect of researchers
under contract with HCFA extending fromthis nonth through
April of 2000. There will also be a technical advisory
panel conposed of 12 people fromthe rehabilitation facility
and research community.

G ven that HCFA is developing a systemin the sane
manner as the one devel oped for skilled nursing facilities,
there's sonme value in going over in nore detail the RUGs
that are specific to rehabilitation in skilled nursing
facilities.

As we've heard, the current version of the RUG
systemclassifies nursing facility patients into one of
seven hierarchies and eventually into one of 44 groups. In
general, patients are classified based on the estimtes of
their service needs and their functional status. The
rehabilitation hierarchy, which is the first and hi ghest

paid one is conprised of five subcategories.
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Rehabilitation patients in SNFs are classified
into one of the five based on a weekly assessnent of the
anount of therapy needed and on the type of therapy needed,
i ncl udi ng physical, speech and occupational. For exanple,
patients needing a total of 12 or nore hours of therapy a
week by nore than one type of therapist would be assigned to
t he hi ghest of these categories, called the ultra high, in
the system

Renmenber though, that there's a | oose standard of
three hours of daily therapy in rehabilitation facilities.
So if the classification system being devel oped sorts
rehabilitation facility patients at all based on therapy
tinme, those subcategories would start with sonething closer
to the top two levels and nove up a little fromthere.

Therapy tinme probably woul dn't be such a key
factor in differentiating rehabilitation facility patients,
t hough. I ndeed you see here, in the SNF system there's a
tenfold and fairly well spaced difference between the tine
represented in the five subcategories. But you don't see
that range of therapy tinme in rehabilitation facilities.

DR. CURRERI: Could I ask you a question here?
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I"'mjust alittle confused, let ne give you an exanple. An
extensively burned patient that has contractures and
requires physical therapy. Wuld they be in a
rehabilitation category because they fit one of these
definitions? O would they be in extensive services or
speci al care? How do you deci de?

M5. MAXWELL: They would be in one of those other
categories if they could not endure therapy. For exanple,
they mght be in, for a couple of weeks, in the nedically
conpl ex categories until they're stable enough to undergo
therapy. They m ght nove up into a rehab RUG as the
clinicians estimate that they could benefit fromthe
t her apy.

DR. CURRERI: So they would go to the highest one
for which they net the definition; is that correct?

MS. KELLEY: It's hierarchical system so they
start at the top and find the first one that neets the
patient and go fromthere.

DR KEMPER Did | understand that 12 hours is
t he maxi mum here, but in the rehab hospitals it's a m ni nrum

of 21 hours?
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M5, MAXWELL: It wouldn't be 21. There's not a

strict paynent qualification or anything regarding this
three hour rule, but there is a generally accepted standard
within the rehabilitation facility comrunity that a patient
should be admtted if they can endure three hours of therapy
a day. And so that would be nore in the 12 to 15 hour range
over the course of the week.

So you, of course, wouldn't have a group or a
systemthat cane off of tinme with time classifications so
| ow, of course, as you would see here. But nore in the 12
to 15 represents the kind of patients that get into the
rehabilitation facilities.

DR. CURRERI: Are we talking just about inpatient
or outpatient, as well?

M5. MAXVELL: I npatient only.

DR. CURRERI: So nobody would be in a | ow area as
an inpatient, wuld they?

M5. MAXWELL: These are certainly not the tine
classifications that you would see in the rehab PPS. The
rehab PPS, you can alnost -- if they're going to have tine

measurenents off of it, you would conceptualize it as al nost



10

11

12

13

14

15

16

17

18

19

20

21

56

a band on top of this. There would be sone overlap probably
in the very high and ultrahigh as kind of the base, the

| owest rehab categories fromthose facilities and go up a
bit fromthere.

In the current RUG system for the nursing
facilities, rehabilitation patients are further classified
according to their functional |evel, as nmeasured by the ADL
i ndex, and that puts theminto one of these 14 final groups.

As Dana nmentioned, after the SNF patient's initial
assessnent, facilities nust reassess at days 14, 30, 60
and 90. The average |length of stay for Medicare patients in
rehabilitation facilities is 17 days. So on this
classification schedule, if they keep that across
facilities, the typical rehabilitation facility patient
woul d be in one RUG for day one through 14 or for the
majority of their stay, and possibly another RUG for a
coupl e of extra days until they're discharged.

DR RONE: Is this for rehab units in hospitals,
as wel | ?

M5. MAXVELL: Yes.

DR. WLENSKY: Could you give us sone sense about
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the variation around that nean?

M5. MAXWELL: Yes, the average of 17 and for rehab
units it's 16. For rehab hospitals it's 21.

DR. WLENSKY: No, | nean in nursing hones we know
they tend to be binodal, where you have a group that is
di scharged after a relatively short stay. And then you have
that other group that's for a --

M5. MAXWELL: | think it's nmuch closer on the
rehab facilities. The nmean/ nedi an node are pretty cl ose
t oget her.

DR. RONE: And the per diem anmounts are before
adj ust nent s?

M5. MAXVELL: This is before the wage adjustnent,
but this is taking the therapy portion and adding in the
nursing portion. This is taking the exanple that Dana had,
but it's just for each category. But it's not adjusted for
urban or rural here.

DR RONE: And it's in addition to the nursing?

M5. MAXVELL: Yes, | added in the nursing
conponent .

MS. KELLEY: So $384 woul d be the total per diem
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paynment for a patient in this highest RUG the ultra high
ADL score.

DR. NEWHOUSE: Before wage adj ustnent?

M5. MAXVEELL:  Yes.

DR. RONE: VWhich would be nice if it happened. Do
you know what the relative -- what that represents in terns
of conparison to the previous paynents? About the sane
overal | ?

MS. KELLEY: For rehab patients?

DR. ROWNE: Yes.

M5. MAXWELL: | can't speak on the SNF side. On
the rehab facilities side, as we know, they are basically
paid on a case-based system But if you take it down to a
daily rate, their rate is closer off of their TEFRA
paynents, their rate is closer to about $600 a day.

Qobvi ously, these are not the anounts that are
proposed or have anything to do with the rehabilitation
system but it gives you a sense of the relatives that they
have anong their rehab patients in the SNF

DR. ROAE: But when | asked you if this was for

rehab hospitals and inpatient units, you said yes.
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M5, MAXVELL: Oh, I'msorry. | thought you asked

whet her or not the PPS is for units as well as for
facilities.

DR. RONE: | neant whether these nunbers are for,
and you said yes.

M5, MAXVELL: I'msorry, | m sjudged your
guestion. | thought you neant whether or not the PPS
applied to both. This is for the skilled nursing facility
PPS and it just tal ks about the rehabilitation patients that
are in SNFs rather than --

DR. ROAE: In nursing hones?

M5, MAXVELL: Yes. |I'msorry, thank you

DR ROAE: |I'mlooking at $1,000 a day and you're
telling ne it's $384.

DR. CURRERI: Let ne ask you a question. 1Isn't
the |l ong-term proposal whether you're giving rehabilitation
services in the skilled nursing facility or whether it's in
a rehabilitation hospital the sane services will be paid the
sanme amount of noney w th wage adj ustnments?

If not, then this doesn't nmake nuch sense to ne.

MS. KELLEY: | think that would be ideal only to
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the extent that the patients are clinically simlar, and we
do know that patients in rehab facilities are not always the
sane as the rehab patients in SNF facilities. | think
that's part of what Stephanie's trying to point out here, is
that these are the paynent anounts that were established for
the rehab patients in SNF facilities, looking at this
particul ar paynent system the RUG paynent system

Trying to expand it in some way or add to it so
that it will work in rehab facilities as well would require
obviously taking into account the different costs that
patients in rehab facilities have which, in many cases, are
hi gher because the services they receive are different.

DR. CURRERI: | thought the whole reason for
getting away from TEFRA was so we didn't have to do the
i ndi vi dual - based cost estimates for each institution and so
forth, as well as different cost estimtes when you go from
one type of facility to the other. | had always assuned
that one of our goals was to pay the same anmount for the
same servi ces.

Now if you tell nme systematically that patients in

rehabilitation, which | probably believe you, are a
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different group of people. There's no honogeneity with the
patients receiving rehabilitation in skilled nursing hones
because of various selection, whether it be physician or
patient selection, that's fine. But then you need to tel

me how you're going to go about readjusting these rates in a
fair way for the rehabilitation

M5, MAXVELL: | would say two things; one, let ne
cont i nue.

[ Laught er ]

M5, MAXVELL: And two, there's a |long term goa
anong HCFA to do what you said, which is pay appropriately
for the services used. But that represents devel oping a
common nmethod. In no way does that inply that the rate
woul d be the sane. In rehabilitation facilities you m ght
have just nore rehabilitation and that is a higher
rehabilitation cost. 1In skilled nursing facilities, many
times you have less rehabilitati on because you have patients
that conme in that have nore conorbidities and a higher |eve
of functional inpairment. In those patients, their nursing
costs woul d be higher than their rehab costs.

DR ROAE: | think we get back to the issue that
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what on paper |ooks |ike the sanme anount or type of
treatment will be a different kind of treatnent for
different kinds of patients and it costs nore and is
available in different facilities. W have a young wonman in
our hospital who's a Chinese gymmast who broke her neck in
the Goodwi || Ganes. She got admtted to our hospital for
rehab because she's acutely quadripl egic.

Now we coul d have sent her to a nursing hone and
she coul d have been listed as quadripl egi c and need rehab
services. But it probably woul dn't have been the sane
thing. You know, | nmean there are differences, even though
t he diagnosis is the sane.

DR CURRERI: Well, I"'mnot arguing that. |'m
just saying that the nethodol ogy, which I think you' re going
to get to, has to be outlined on how you're going to nmake
t hose differentiations.

MR. MacBAIN: Just a real quick clarification
because | think we're getting off track here. The nodel is
not paying for services. The nodel is paying for days.
We're saying that there is sonmething inherently different in

a day in a rehab hospital versus a day in the SNF because of
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i nherent clinical differences in the kinds of patients who
are in the other. So we really shouldn't be tal king about
payi ng the sane for the sanme service because service isn't
even the issue. It's a whole different unit of paynent.

M5. KELLEY: One thing | just wanted to clear up,
Bill. Even if the paynent rates were different for rehab
facilities and SNFs, we are noving away from TEFRA in that
there will be base Federal paynent rates. Each facility
will not have its own rate.

DR. CURRERI: | understand that.

M5. MAXWELL: In the paper | do reviewthe
research that conpares the current RUG systemw th the main
classification devel oped by the rehabilitation research
community. |I'mgoing to skip over that now but we can cone
back to it if you want. | just want to rem nd you t hat
that's there.

Regardi ng the RUGs net hod, though, even within the
SNF PPS, HCFA is engaged in sone refinenent work regarding
these. Mich of the imrediate activity does relate nore to
the nmedically conplex and special care patient groups for

SNFs, but the larger point is that there is interest and



10

11

12

13

14

15

16

17

18

19

20

21

64

openness to refining the RUG system

The notion of refinenents is a good segue to this
over head because this lists all of the types of the patient
assessnment information that will be collected from
rehabilitation facility patients in HCFA s case-m X
cl assification study.

The MDS PAC is currently being field-tested
in 40 SNFs that furnish rehab and nedically intensive care
and in 30 rehab facilities and in 30 long-termcare
hospitals. [It's expected that the MDS PAC will be used for
a classification in the SNF PPS eventually, as well as in
t he rehab PPS.

The rehab RUGs in the SNF PPS draw only fromthe
functional status and the services and procedures sections.
In other words, the estimates of the therapy tine cone off
of the services and procedures and the ADLs cone off of the
functional status sections. But HCFA reiterates that all of
this information will be assessed in the rehab facility
patient study.

Based on other research, other |ikely candi dates

i nclude the cognitive patterns sections and the di agnosis
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patterns. And there's a nuch nore enhanced functi onal
status section in the MDS PAC than the MDS and the
functional prognosis section is newto the MDS PAC and t hat
is a part of the information that in the rehabilitation
facility case-m x devel opnent systemthey wll have
informati on fodder for devel oping their system

DR KEMPER | take it this is not adequate to do
the FIMFRG cl assification? These itens are not adequate?

M5. MAXWELL: It's getting pretty close. Many of
the rehab facility community, the trade groups, have been
wor ki ng for the |ast year.

Actually, let nme back up a little bit. The MS
PAC did originate out of the sub-acute community within the
SNF industry. The original MDS was used as a quality
assessnment and quality neasuring tool for patients whose
stays were |longer than 14 days. So sone of the SNF
comunity that treated patients that did have stays shorter
than that were pushing for an assessment systemthat did
relate to the nore nedically conplex and the rehabilitation
patients and sone that had the shorter stay.

So this did cone out of nore of the nursing



10

11

12

13

14

15

16

17

18

19

20

21

66

facility type of patient orientation and sone of the other
sections, like timng of patterns and nood and behavi or
patterns and continence reflect sone of the early

devel opnment that was com ng out of that.

Now after the BBA was inpl enented, HCFA kind of
swi tched gears and started working with the rehabilitation
community and basically working with people that have the
FI M FRG system and the UDS and working on the scal es of the
different itens and the functional elenents, for exanple, to
make the scal es appropriate and to further allow crosswal ks
bet ween the data systemand the FIMFRGs and this and the
RUGs.

Just to say that there's been a |lot of a work and
a lot of collaboration with the rehabilitation community to
bring in the elenents on that data set that's used in the
FIMFRG into this.

But many of the rehabilitation comunity are
concerned about the data collection burden of this patient
assessnment instrunment. Their assessnent tool is nuch
shorter and nore targeted to their facilities because, of

course, this is neant to apply toward | ong-term hospital
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patients eventually and the nore sub-acute type of patients
in the skilled nursing facility. So the data collection
burden is a concern anong the facilities that would have to
col lect this.

HCFA recogni zes that concern but they do view this
instrument as a really key foundation for their multiple
case-m x systens and for their paynent systens, but also as
a foundation in their quality nonitoring and for their
| onger termresearch across patient provider types. And
also to further, or at |east enable, a long-termpolicy
goal , possibly a bundling, plus you keep paynents with the
initial hospitalization event.

So HCFA is very strongly in favor of having a
systemthat is agreed upon by the industry and inplenenting
it across the settings.

Finally, the choice of per diemor per episode
unit of paynment is a very widely discussed i ssue regarding
the rehab PPS. As | said, HCFA is developing a
classification systemthat predicts per diemresource use.
Meanwhi | e, the BBA did not specify the unit of paynent and

the rehabilitation conmunity generally believes that a per
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case system woul d be nore appropriate for their patients.

On the one hand, the greatest advantage of the per
diem systemwould be its commonality with the SNF PPS. A
common paynent unit could reduce sone incentives to
financially steer the set of patients who could reasonably
be treated in either the SNF or the rehabilitation hospital
or unit. Common paynent unit also could facilitate
conparisons of resource use in patients in rehabilitation
facilities and SNFs.

Those conpari sons woul d be hel pful for short-term
systemrefinenents but, as | said, they would al so be
hel pful in providing the research base for |onger termgoals
possi bly, such as bundling. Sone also argue that a per diem
paynment unit offers fewer incentives to fragnment the
servi ces and unbundle themto other post-acute care
providers which, in turn, mght increase overall post-acute
care expenditures.

On the other hand, the per episode systemis

i nherently geared toward the functional inprovenent and
di scharge orientation of rehabilitation facility patients.

Sone argue that it does allow providers nore roomto better
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allocate their resources over the | ength of stay.

O course, these facilities already are operating
under sonmewhat of a case-based system under TEFRA
Rel atedly, a per case systemoffers fewer incentives to just
rachet down the |evel of care and draw out the nunber of
days.

In kind of a nediumlong-term many prefer that
SNFs and rehab facilities do operate on the sane paynent
unit but some thing that a per episode system woul d be
appropriate for both rehabilitation and SNF patients. The
efforts in the SNF world to develop classification systens
along that |line were not very successful, in large part, due
to classifying both the shorter term Medicare patients and
the longer term Medicaid patients in one system

In the paper | tal k about sone fairly successful
but also quite prelimnary research that devel oped per case
system for only the Medicare covered SNFs. That system was
also fairly predictive of resource use when they replicated
it inrehabilitation facility patients.

To wap up, | just want to nmention where the

Conmi ssion left off in terns of recommendati ons. Inits
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March report it did support the nove to the per diem SNF PPS
but it did recormmend that further inprovenents m ght be

expl ored, including possibly a per case SNF system The
report briefly discussed issues related to the rehab PPS but
it did not make any recommendati ons.

Armed with a little nore information and a little
nore tinme this year, the Conm ssion m ght want to consider
recomendati ons regardi ng the rehab PPS concerning its unit
of paynment, concerning the issue of a conmon netric across
rehabilitation and SNF facilities.

Al so, about possibly the issue of classifying
patients as a function of the therapy tine as the RUG system
does, so far. And also, possibly a recommendati on
concerning the overall potential for other post-acute
policies and research stemm ng fromtheir broad-based data
collection effort that they aimto have across the post-
acute facilities.

DR. RONE: Thank you, Stephanie. Your grasp of
this is really obvious and it's very inpressive.

| just want to nmake a coment. | think we have

the PPS systemfor inpatient hospital treatnents and it's
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worked well, | think, in general and nost people thing. So
there woul d be an obvi ous tendency, based on that
experience, to go to per episode paynent.

And there is a difference there. The rehab guys
m ght want per episode paynent, and | can understand why,
but the fact is that it's pretty predictable as the data
show how long it's going to take for a patient to recover
fromheart surgery or sonme other problemthat they're in the
hospital for. But the notivational factors and the psycho-
social factors are so inportant in rehab that how quickly
sonebody recovers and rehabilitations froma hip fracture or
maj or surgery or stroke.

Sone patients really get into it, they respond
very quickly. They do very well. Qhers get depressed.
They have conorbidities. They don't get along with the
therapist. The famly isn't as supportive, and they don't.

DR CURRERI: Sonme wait until the litigation is
over before they --

DR. ROAE: It's just so hard to predict with
confidence how long it's going to take an individual patient

to get to a certain functional recovery, where it's just
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much harder than it is in the general inpatient
medi cal /surgical area. | think that that's one of the
things that adds a | ot of the variance here.

| don't have a solution or even a preference one
way or the other, but | do think that we shouldn't just
blindly generalize our inpatient medical/surgical experience
to this, because there are other factors.

DR. KEMPER  Excuse ne just a second, Stephanie.
The data you presented on how well you can predict the
epi sode costs is you can predict pretty well. D d |1 read
that correctly? Wth the FI M FRGs, anyway.

M5, MAXVELL: Yes, the FIMFRGs was pretty
predictive. It was 33 percent of the per case resource use
was expl ai ned.

DR. ROAE: 33 percent. Wiat is it for hospital s?

DR. CURRERI: There was a paragraph that canme just
before that where the RUG system appeared to explain nore
than FIM FRG  Maybe you coul d explain that out for ne
because | sort of read two paragraphs and coul dn't put the
two together. And I'msure it's ny fault in interpreting.

M5. MAXWELL: Probably not. What page are you on?
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DR CURRERI: It's the one where you tal k about
the explanation. It's on page 11

M5. MAXWELL: When you're just tal king about the
predictive capabilities of the RUG versus the --

DR. CURRERI: Yes, you said that the RUGIII
system expl ai ned 54 percent of the variance in per diem
while FIMFRG was nuch | ess. But for case episode, those
reverse; is that correct?

M5. MAXWELL: That 54 percent was for nursing
facility patients. That's off of the original research
devel opnent work for --

DR CURRERI: | see, and the other is for rehab.

M5. MAXWELL: That's right. And FIMFRGs is for,
i ke you said, the rehab.

DR KEMPER But isn't it the case that it's nuch
tougher to predict per episode costs because that includes
the length of stay and the per diem

DR ROAE: That's ny point. | may be wong on
that. That's ny clinical inpression, but | nmay be wong.

MR, GUTERVAN. Let nme correct a m sinpression that

| may have generated here. The FIM FRGs explain 33 percent
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of the per case variation?

M5. MAXVELL: Yes.

MR. GUTERVAN. The DRGs don't do nearly as well as
that, do they?

MR. PETTENG LL: Yes, DRGs are nore |ike 20
percent. Although the refined DRGs are conparable, at
sonething |ike 33 or 34.

DR. RONE: W should put ny previous conments in
the category of incorrect. Sound reasonable, but wong.

M5. KELLEY: They're certainly correct. That's
certainly what was found when they tried to establish or
predi ct episode costs for SNF patients, or actually for
nursi ng honme patients, both Medicare and Medi cai d.

DR. RONE: Yes, ny experience is sone patients --

M5. KELLEY: Yes, your inpression for those type
of patients is correct. The difference in length of stay
bet ween a Medicaid patient and a Medi care rehab patient who
happens to be in a SNF receiving their rehab is huge. So it
was very difficult to do and that's why it was abandoned
and that's why they went with per day.

DR CURRERI: But | really agree with Jack, | nean
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there are other psycho-social things that make it very
difficult sonetines to predict length of stay. For
instance, if there's no home to go to you can predict a |ong
st ay.

DR. RONE: Absolutely. Chris Reeves went hone
soon because it was a pretty good situation.

DR. CURRERI: Which to nme says you have to go per
diem at least in the short term

DR. NEWHOUSE: That's what it says to ne, too.
But | wanted to make three comments. One was on the
difference in the cost between the rehab facilities units on
the one hand and the SNFs on the other. Wen | ask people
around Boston, the clinicians, | get well, | usually send
the patients that | think are going to inprove to the rehab
and | send the patients that | think are not to the SNF,
whi ch says to nme there's sone true but unneasured
differences in this patient mx, which | think is where Jack
is comng from

DR ROAE: And | think there are two | evels of
t hat, Joe, because nobst of the rehab facilities -- at |east

the ones that I'mfamliar with -- are full and have waiting
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lists. So our rehab facility only takes patients who they
think are going to inprove. That is, they will only accept
a patient, all other things |ike payers and insurance being
equal, if they feel there's real rehab potential and the
patient can benefit fromthese resources.

So not only is there a screen and a referral by
t he physician, but then there's an additional screen after
the patient's assessed by nurses at the rehab facility.
Whereas, the nursing home is nmuch nore likely to take every
rehab patient that's referred to them

DR. NEWHOUSE: | think there's a second potenti al
reason for these cost differences maybe, although this gets
to how they' re neasured, which is there's clearly incentives
for the hospital to park overhead in different ways. So the
question is howis that accounted for in these different
costs, figures that are being tossed around? Are these just
the direct costs of the unit?

M5. KELLEY: That would be an issue in both SNFs
and hospitals.

DR. NEWHOUSE: Yes, SNFs and rehab. But it may be

different. So when we're saying well, it costs X dollars
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per patient in for rehab and Y dollars for SNF, I'mwlling
to believe that there are differences in these patients, but
| want to know how t he overhead di fferences are.

DR. CURRERI: And how about capital costs, too. |
woul d guess that rehab the entire capital costs, but are
they included in these nunbers? | don't know.

DR. NEWHOUSE: That's ny question. Are these just
direct patient care costs before allocation or stepdowns or
what ?

M5. KELLEY: In the SNF PPS, the costs were from
the cost reports so, yes, there certainly could be an
al I ocation issue.

DR. NEWHOUSE: That's what | thought.

MS. KELLEY: O course, in the SNF PPS, the way
the rates, the cost data, was pulled together weighted the
free-standing facility cost data much nore heavily than the

hospi tal s cost dat a.

DR. NEWHOUSE: | understand. But now trying to
put this all together, this is still nmy first comment,
comng back to Bill's point about the commobn system |If |

were in the SNF, it seens to ne | could be hearing a giant
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sucki ng sound, to coin a phrase, if we have these different
rates which may well be partly justified but may stil
result in a reallocation of patients.

And that actually |leads, so it seens to ne that
where | conme out is we probably want a nore di saggregated
system and we may have to still live with the different
rates, but we may well see sone reallocations as a result.

DR. RONE: But you're looking at it as if you were
starting de novo and you have these two systens, rehab
prograns and hospitals with rates that are X, and nursing
homes wth rates that are point-sonething-X | think you
have to understand that you're actually going into that
systemfroma pre-existing systemwhere the rates in rehab
in hospital based prograns are higher than they're going to
be in the new systemlikely. 1In fact, hospitals are going
to go out of the rehab business. You're going to have |ess
access there.

Hospital s whi ch have been maki ng noney on
i npatient rehab prograns are not going to be able to anynore
and they're going to stop it and cl ose those beds and

they' Il be.



10

11

12

13

14

15

16

17

18

19

20

21

79

DR. NEWHOUSE: It goes the other way.

DR RONE: O it goes the other way, absolutely.

DR. NEWHOUSE: Wi chever. The paynent systemis
kind of getting in the way of -- or it's not being neutral,
let me put it that way.

DR RONE: |I'mnot saying it's good or bad, but
|"mjust adding that to which direction to vector.

DR. NEWHOUSE: That's fair enough.

M5. KELLEY: W also don't know that it's neutral
now.

DR. NEWHOUSE: The question is are they getting
nore neutral or |ess neutral and how woul d we know?

DR. ROAE: | think the factor now that's nost
inportant, at least in the market I'mfamliar with, and |
think in other markets, there's a relatively lack of high
quality rehabilitation facilities and therefore there is
this allocation of the patients, infornmally or formally, who
are nost likely to benefit fromthe certain resources to
t hose resources.

Once you get nore rehab facilities, nore supply

than there is demand, then that nay not be the case, you
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know.

DR. NEWHOUSE: O course there's been a | ot of
entry into rehab.

DR. RONE: In sone places there's been entry but -
- in the south there's been entry.

DR. NEWHOUSE: The nunber of units has gone up a
| ot.

M5. MAXWELL: There's about 800 units and 200
free- st andi ng.

DR. RONE: But it's geographic issue.

DR. NEWHOUSE: The other point | wanted to make
to Stephanie, comng back to your nodeling issue, that's al
conditional now on the current patients in rehab. And
there's no reason to think that the allocation is going to
stay fixed if we've changed paynent systens. It's kind of a
corollary to the first one.

Al so, in your last slide, do we want per episode
or per diem again we could have sonme kind of m xed system
as an option. W don't have to have one or the other pure
system

And then the third point goes back to your first
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slide, this is a nore technical point. You said we're going
to develop a systemwith a sanple of 2,000 patients and it's
got 15 categories? You neant a total of 2,000 patients.

M5. MAXWELL: The degrees of freedomare getting a
l[ittle tight.

DR. NEWHOUSE: It seens to ne we need to say
sonet hi ng.

DR. WLENSKY: Wy is that the case? It just
seens like it's such a small sanple size with 15
classifications, 2,000 can't possibly be enough.

DR. NEWHOUSE: That seens hopel ess.

DR CURRERI: It's probably a tinme problemin
terms of getting that many patients through..

M5. MAXWELL: They'll probably have fewer
categories than what's in the FIMFRG or the RUGs. Right
now there's 44 in the full RUGs, which applies to all the
ot her kind of patients. There's about 70 in the FI M FRGs.

Absol utely, they're going to have problens if they
are | ooking at that many groups.

DR. WLENSKY: |If they have 15 they're going to

have probl ens.
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M5. MAXWELL: HCFA says that 50 facilities is a

much | arger share of the overall patient popul ation than
they were able to test within the SNF popul ation, given that
there's 16,000 SNFs. So their argunent is that they're
going after the representative facilities.

DR. NEWHOUSE: But there's variation across
facilities and variation across patients and the variation
across facilities does nothing to deal with the variation
across patients. O the within facility variance, let ne
put it that way.

DR. ROAE: The unit analysis is still patients,
right?

M5. MAXWELL: Yes. |'ve talked wth sonme of the
peopl e on the technical, but it's a brand new contract,
peopl e that probably will be on the technical advisory panel
and they're raising exactly these issues. They're worried
about the nunber of groups that can cone out of this sanple
Si ze.

DR. CURRERI: That really nmeans just 130 patients
per cell, right? Roughly. Sonme will be |ess.

DR KEMPER: It seens to me we have a real issue
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here of two conpeting objectives. One is the commobn paynent
system across settings, which is sonething we've stressed as
being inportant. The other is the effectiveness of the
paynment system at getting the incentives right for a
particul ar kind of service.

It seens to ne we ought to |ook at the FI M FRGs
and perhaps this additional systemthat you tal ked about
here in one of the articles, by Kramer | think, to delve
into that a bit nore before we go immediately to the per
diemfor the rehab patients. Because it seens to ne we have
one systemthat was devel oped for custodial care for
Medi caid patients |argely where the kinds of issues that
Bill and Jack were raising about lots of factors affecting
| ength of stay and famly supports and so on.

And then we have another system comng fromthe
rehab side which is really quite good at predicting episode
costs, if | understand the evidence we've got here, and
seens to have the incentives right for that. And then we've
got this little intersection of patients at the SNFs that
get sone therapy.

| think one question is is it possible to identify
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patients in the SNFs that nmeet the rehab criteria or are

t hese sel ection nmechani sns that Jack and Joe were talking
about so great that there's no way to go to a patient
classification systemthat would all ow per episode paynent
for rehabilitation services? Rehabilitation is different
fromcustodial care or even the skilled nursing care.

So | would like to see nore anal ysis.

DR. RONE: Peter, but it's inmportant to
understand, and you may and it may be included in your
coments, when we're tal king about the rehab that's in SNFs,
these are separate rehab units in SNFs with separate
managenent and separate patient referral patterns and
patient assessnent, et cetera. And the patient woul d get
admtted to the rehab programin the SNF and referred to it.
It's not like there's a general population of patients in
the SNF and sone are getting rehab and sone aren't, one
patient in the roomgets rehab and the other one doesn't.

CGenerally, it's a separate unit in the SNF. Not
al ways.

DR. KEMPER |Is that universally true?

DR. ROAE: No, but increasingly.
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DR. KEMPER  That would nake it nore likely to be
possi bl e to have a per episode paynent for rehabilitation
servi ces.

DR. ROAE: Stephanie will nowtell nme |I'm w ong,
but there are data, | think, to support that.

M5. MAXWELL: You're right, it does vary across
facility, though. The formality of the rehab prograns and
t he ot her sub-acute prograns varies quite a bit.

MR. MacBAIN. Just a question on the per diens
t hensel ves for rehab and for SNFs and it's really two
different questions. |In negotiating per diemrates for
commercial enrollnments and in hospitals, one of the factors
that always crops up is the extrene difference in costs as
recorded by the hospital for the first day of the stay
versus the |l ast day of the stay. And when you average that
out using a per diemand then proceed to reduce the |l ength
of stay, you end up with a disproportionate reduction in
revenues relevant to the hospital's reduction in costs.

Does the sane thing happen with either SNFs or
with rehab? |Is that first day or the first two days of a

stay significantly different fromthe average per dienf
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M5. MAXWELL: | can speak a little bit about the

rehabilitation patients in SNFs. As we're tal king about the
fact that the rehabilitation facility patients are generally
of a higher functional |evel or higher |ikelihood of

i nprovenent, they're strong enough to handle two or three
hours of therapy a day. Sone of the trends you see about
rehabilitation patients in SNFs is that they are nany tinmes
frailer than the rehab facility patients. They don't have
very high rehab resource use at first. They have higher
skilled nursing care use at first. That drops pretty nuch
in a straight line down the length of their stay, but their
rehab resource use increases as their strength increases and
as they stabilize.

Actual ly, the presence of that kind of patient,
that comes in with high functional inpairnment but |ow
ability to wthstand rehab at first, is a key difference in
those two facilities. Measuring those two resource tinmes
separately is one of the keys to the success of the research
that you were looking at that's in here by Andy Kraner.

DR. CURRERI: Do we have any neasurenent or

estimate of the nunmber of SNFs that subcontract out their
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rehab versus having in-house rehab?

MS. KELLEY: No, we don't.

DR. CURRERI: | nean, | wondered where there costs
are different?

M5, MAXVELL: | think that estimte can be gotten.
But there is a very big contracting industry out there that
goes into SNFs. But | don't know that.

DR. CURRERI: | don't know if that's sonething
i nportant we should know or not, because they're nay be two
sets of paynents, depending on whether it's one in-house or
it's subcontracted out, where there's a third-party nmaking a
profit, too.

DR. ROAE: That m ght also influence the
al l ocation of overhead issue that Joe was tal king about.

DR. W LENSKY: Any ot her coments?

MS. KELLEY: | don't know if this answers your
guestion, but in a SNF under the forner paynent systemthere
were three ways that ancillary services |like rehab could be
provi ded. The SNF could provide it thenselves. The SNF
could contract with an outside provider to provide it. The

provider would bill the SNF and the SNF would bill Medicare.
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O the SNF could contract with an outside provider who
t hensel ves would bill Medicare under Part B and the SNF
woul d have nothing to do wth the paynent of that portion of
t he rehab.

We do know that third category, where the outside

provider billed Medicare directly for the services they

provi ded, was actually -- ProPAC | ooked into that and that
was actually very small, a very small portion of total
spendi ng.

Those separate Part B paynents were estimated in
devel opi ng the paynent rates for the new SNF paynent system
So the spending that was sort of lost fromPart A they
tried to capture it back in when they were estinmating the
paynent rates.

DR. CURRERI: The reason | ask that question is
it's conceivable to nme the costs mght be very different or
significantly different, depending on whether it's in-house
or whether there are transportation costs and van costs and
so forth of taking themto outside rehabilitation facilities
and so forth. So you really m ght not have a honpbgeneous

cost basis if you' re |ooking at different arrangenents.
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| really don't have any idea whether this is
significant or not but | think maybe it's inportant that we
know.

MR. GUTERMAN: Bill, there's another source of
difference in that arena. That is for the therapists who
were contracted by SNFs and who had their costs passed
through the SNF to Part A, The charges of the therapi st
were considered the SNFs costs. So all of the therapist's
overhead and profit and everything was consi dered a SNF cost
in that process, so it would have presunably sone effect.

M5. MAXWELL: Also two points along that |ine,
Bill. One is, before the SNF PPS they didn't really care
how bi g those costs were for those in-house people or if
they contracted it out, because they were paid their costs.
There weren't any cost limts on those.

But definitely within the SNF i ndustry there's a
| ot of assessment of their own capabilities and their own
rehab patient load, to figure out whether or not facilities
that used to contract out should continue contracting or
whet her or not they would provide it nore efficiently in-

house.
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Also, within the contract therapy world, there's a
ot of activity fromthe | arger conpanies in devel opi ng
products and cheaper products. Everyone knows that the
contract therapy business is going to have to cone in with a
l[ittle lower prices for the SNFs in order to keep the
contract business.

MR. PETTENG LL: That's because under consoli dated
billing the SNF is responsible for the whole claim It
can't be billed separately.

DR. W LENSKY: Any ot her coments?

MR. MacBAIN. Can | just go back to follow up on
my earlier question? |'mjust speculating, but is it
possi bl e then, as you're tal king about at least in a SNF
unit and | presune the sane thing could happen in a rehab
hospital, that the intensity of use and the actual cost per
day goes up over tinme as the patient gains strength, could
you find in those last three or four days of the stay you' ve
actually got the highest cost days but because restrictions
on ADLs goes down you could drop into a | ower RUG and be
paid |l ess for the days of highest cost?

M5. KELLEY: It's possible. But at the sane tine,
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one of the factors in determ ning the RUG category is the
nunber of therapy hours used. So it's going in both
di rections.

MR. MacBAIN. That reinforces that need to | ook at
resource consunption as well as patient -- these particular
patients for instance.

M5. KELLEY: Exactly. Right.

DR. RONE: Last night we were tal king about a
field trip to see sone Broadway shows and sone good
restaurants, maybe seem sone palliative care or honme care.
And those arrangenents are underway.

But anyway, if the staff decides to do sonething
like that, it mght not be a bad thing to show people in in-
patient hospital based rehab programand a first class
nursi ng home rehab program right across the street kind of
thing. Sonething like that. |If that's useful, that could
all be arranged.

DR. WLENSKY: | think it would be of interest.
The difficulty in this area, | think, is that the
variability is so significant that unli ke sone areas this

probably will show us what it m ght be in one kind of



10

11

12

13

14

15

16

17

18

19

20

21

92

arrangenent.

DR. RONE: Sure. [It's not representative.

DR. W LENSKY: But what we would really need to do
is to get sone sense about, weighted by frequency, the types
of arrangenents that occur. It's not always the case that
that would be so inportant, but in this area where the

variability sounds like it's so great, it would tell us

sonething. It would tell us far less than it m ght appear.

DR ROAE: | think that's right. Coronary care
units all look the sanme pretty nuch. These things | ook very
different.

DR. WLENSKY: And the inplications for the
desirabl e rei nbursenent system and one that makes trade-offs
bet ween the desirable and undesirabl e incentives associ at ed
with each of the various rei nbursenent systens gets nuch
trickier.

Are there any other questions fromthe
Comm ssi oners? Wiy don't we allow public comment on the
post-acute, if people would have any comments to nake?

MR. KALMAN. My nane is Ed Kal man and |' m gener al

counsel to the National Association of Long-Term Hospitals.
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| just have a few comments to make. Understand that the
| ong-term hospitals have al so been included within the HCFA
MDS- PAC study, so we have been involved in this.

Wth regard to the issue of paying on a per diem
one matter that has occurred to us that was not discussed
here is that since the incentive of a per diemis to produce
nore days then we, long-term hospitals that take care of the
extreme outlier portion of the Medicare program have to be
concerned about the inappropriate incentive to use patient
days. That is for patients to prematurely exhaust their
Medi care benefit because providers have incentives to
produce nore days as opposed to discharges.

We al so know that in the market there are chain
organi zati ons that own both, especially hospitals and SNFs.
An incentive would exist to exhaust all the Part A hospital
days and all the Part A SNF days, especially if we're
tal ki ng about the sanme paynent ultimtely, a high weighted
rehab paynment or high weighted | ong-term hospital RUGs
paynment regardless of the setting in which the service is
per f or med.

Now you wi Il hear, at sone point, that our part of
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the industry is devel oping our own PPS alternative which is
based on DRGs weighted for this type of patient. But what
we've done to try and address this, and sone other policy
concerns, is to greatly expand the transfer rules so that
there is no incentive to discharge too early but there al so
is an incentive to discharge.

| don't think it's a whole answer but at least it
mar ches down the road that | think Dr. Newhouse was goi ng
down.

Anot her aspect of a per diem paynent, especially
this type of per diem paynent using the mninmumdata set is
it encourages the | owest resource use to qualify for each
RUG s category. W don't think that's wonderful for
medi cal | y conpl ex hospital |evel patients, especially where
the incentive is nore patient days.

The sanple size of 2,000 patients is al so being
applied to long-term hospitals. Since, in order to get into
a long-termhospital, you have to be acute, the sane as to
get into any other hospital -- the only difference is length
of stay and sone specialized prograns -- we think that that

systemw Il not work well for acute patients. And | don't
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know how you take a m ninmum data set that was constructed
for custodial care patients and, using a sanple of 2,000
patients, make that valid for hospital |evel patients.

The study we're going has identified, | believe,
approximately 180 or so DRGs that are used significantly by
| ong-term hospital patients. W' ve got about 140,000 cases
i n our database because we're using Medprior data when the
data is avail abl e.

So these are significant issues that | hope you
consi der as you nake your report to Congress.

DR. WLENSKY: If you'll make the data avail able
to Murray and the staff when it's avail abl e.

MR. KALMAN: This project has been going on since
before the BBA and fromtinme to tinme we neet with
pol i cymakers. We have net with ProPAC and we have net
recently with Stephanie and ot her nenbers of your staff.
And we'll be doing it again. The study is about conplete.

Thank you.

DR. W LENSKY: Thank you. Are there any other
coment s?

We're going to go into a brief break, about 10
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m nutes or so, and then we will reconvene for the GVE
di scussion. Thank you.

[ Recess. |

DR. WLENSKY: Craig?

MR, LISK: Today |I'mgoing to tal k about graduate
medi cal education and our proposed outline for the report,
and di scuss sone of what's going into the report, the type
of anal yses that we're tal king about hereto. Wat | want to
start off with is basically just discussing again and
rem ndi ng you where our mandate is for the report that's due
next August.

The first aspect of the mandate and the general
guestion that MedPAC was asked to address was to exam ne and
devel op recommendati ons on whether and to what extent
Medi care paynent policies and other Federal policies
regardi ng graduate nedi cal education and teaching hospitals
shoul d be changed. Wthin that mandate, Congress asked us
to make recomendations in five specific areas.

Those include recomrendati ons on possi bl e
met hodol ogi es for maeki ng paynents for GVE and the sel ection

of entities to receive such paynents. This also includes
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i ssues concerning children's hospitals and al so whet her and
to what extent paynents are and should be made for training
in other health professions such as nursing and allied
heal th training prograns.

The second recomendati on area was concer ni ng
Federal policies regarding international medical graduates
or al so graduates of foreign nedical schools. The third
area concerned defense of nedical schools on service-
generated i ncone.

The fourth area which | think is probably simlar
in some aspects to the nedical school issue concerns
devel opi ng recommendati ons concerni ng whet her and to what
extent the supply of physicians in the aggregate in the
different specialities will change in the next 10 years and
to what extent such changes will have a significant
financial effect on teaching hospitals.

Finally we are asked to | ook at nethods for
pronoting an appropriate nunber of m x and geographic
di stribution of health professionals.

So the outline we tried to address all these

guestions that we've been asked to address. Here we start
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off with the background, but before that we will have sone
conbi nati on of introduction, executive summary, and preface
to help provide a context of why we're doing this report.

What | want to go on to is to describe what the
bul k of the report will be. The first part will be a
background section. Fromthe panel that we had back at
MedPAC back at the end of July, we had an expert panel wth
several , about 15 or so, experts related to graduate nedi cal
educati on and teaching hospitals, both in the research
community and al so providers and payers.

And we had a |l ot of good information in terns of
t he di scussion that we had that hel ped us in devel oping this
outline for this report. One of the things they enphasized
that was very inportant they thought was providing sone
information on the current paynent and financing system but
describing the historical role of Medicare and the Federal
government and private payers in the support of nedica
education, but describe why we have the current paynent
system we have today, how it historically devel oped from
before Medicare to Medicare to the aspects of prospective

paynment, when that canme in for hospitals. So why do we have
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the current paynent system the structure we currently are
presented with? So that would be one part of the background
section under the current paynment and financing system
section.

Then we plan to, also, simlar to what we did in
the March report in volune 2, describe the current QGVE
paynment and financing systemand howit works. That would
be sone detail ed expl anations of specifically how Medicare
currently pays. W'd also be describing sone of the sources
of financing for GVE and teaching hospitals in that section,
but describing Medicare's paynents to the extent we have
information on Medicaid policies and the variation of
policies across states, describing a little bit about that,

i ncludi ng sonme information on DOD and Veterans Affairs
financing for these prograns.

Al so inportant here, in describing the current
financing system is the prograns that HRSA -- Health
Resources and Service Adm nistration -- sponsors, that
affects sone of the physician distribution, geographic
di stribution and other related matters.

Al so tal king about the current paynent financing
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system you also want to descri be how paynents are
di stributed across providers and give you a sense of that.
And then finally, when we tal k about under the current
paynment financing system one of the aspects that we need to
| ook at is also nursing and allied health. You were asked
to ook at that, so you al so describe the current financing
systemto that, to what extent Medicare is a major
contributor to the financing of those progranms and that
they're hospital -based versus other |ocations.

The next section, under the background, wll be
di scussing teaching hospitals and their joint mssion. Here
we plan to describe the activities of teaching hospitals
fromthe different patient care activities that they
undertake to the different types of teaching that may
actually be undertaken there, from undergraduate, graduate
medi cal education, to nursing training and allied health,
t he aspects of research and technol ogy devel opnent t hat
they're involved with, to their care for specialty types of
care including conplex cases, |ooking at the extent that
teaching hospitals are the primary provider or |ooking at

how much they're involved in providing care to the nost
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conpl ex cases.

Al so issues related to this, in ternms of
background, is | ooking at standby capacity and new
technol ogi es that teaching hospitals often are the first to
develop. Care to the poor and unfunded patient care is also
an activity related that's often nmentioned that teaching
hospital s are invol ved in.

So within all this context of these activities, we
want to describe how these activities are distributed across
facilities and how unique they are to teaching hospitals.

We al so want to discuss where el se they take place, because
ot her providers al so undertake these activities, not just
teaching hospitals. And there's a varying degree that
certain teaching hospitals undertaken these activities.
It's not an all or nothing matter.

So giving a context to this, we also want to
descri be how these other functions are funded in ot her
settings and typically how they're funded in teaching
hospitals, to the extent we can.

One of the aspects that it's commonly discussed,

with Medicare and direct nedical education adjustnent, and
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t he purpose of that in some sense is the inpact of these
activities on patient care costs. So that would be anot her
aspect of the discussion here as well.

Agai n because nedi cal schools, in many cases, are
closely tied to many teaching hospitals, we want to di scuss
sone that interrelationship and what goes on there, in terns
of the inplications for financing and costs and those
matters.

The | ast part of the background section wll be
| ooki ng at resident and physician supply and specialty
distribution information. Here | think the first part we
w Il be discussing the Iicensure and training requirenents
for physicians, because a |ot of those requirenents are not
Federal ly established. The nedical |icensure depends sone
on the states and some of the determ nants of decisions for
certification of residency prograns is based on residency
review conmttees and other related matters. There's al so
who deci des what prograns becone approved prograns. So
descri bing sone of that aspect for the context of the
trai ni ng prograns.

But then we'll want to descri be sone basic
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informati on on current physician, resident supply and
specialty distribution, information simlar to what you have
in your briefing books that was included in this year's July
report.

And also within this area, too, we're going to
descri be sone of the information that we have on supply and
di strubution issues related to other types of health care
prof essionals, nurses and different allied health
pr of essi ons.

So that, | think, provides the basic background
foundation that our readers may want to have to providing a
context for discussion of the issues.

The i ssues we have broken down here, in terns of
the discussion -- and | envision this as probably the
di scussion. The issues wll be sort of an even-handed
di scussion of these issues. The first one will be a
di scussion of Medicare's role in this whole financing system
and di scussing Medicare's role as a payer and al so the
equity issues concerning Medicare as the only payer that
explicitly pays for these expenses nati onw de.

Al'so, within this context, probably discussing the
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public good aspects that's often brought around by the
graduat e nedi cal education and the issues surrounding that.

The second issue is |ooking at the evolution of
the health care market and delivery system and the insurance
mar ket and what inpact that has on the financing of these
expenses fromwhat we currently have. And so there are a
| ot of issues as we get a nore conpetitive nmarket, in terns
of howit's involved, concern that the current way of
financing systens may not be able to finance these costs in
the future.

The next part is tal king about Medicare's current
paynents and how it pays, and a |lot of the issues
surroundi ng Medi care's paynent system That goes from
incentives of the paynent system in terns of what
incentives it puts on the system both in a broader context
fromjust the influences of how physicians are paid and
m ght i nfluence specialty choice decisions of residents and
such.

But then there are finer distinctions in terns of
the issues and incentives in terns of Medicare's role in

determ ning the nunber of residents needed for future
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physi ci an wor kforce needs, desired specialty mx, and where
physi ci ans eventual |y practice.

The second part of Medicare issues that we'll be
exploring is also accountability. This is an issue that was
brought up by the panel and has been brought up frequently,
is the lack of accountability within the current paynent
system both from an output standpoint in terns of what we
produce for physicians, but also for what providers who get
these nonies do. |If we think of the indirect nedical
education adjustnent, in terns of also funding other types
of m ssions, there's no guarantee or no requirenent that
those other activities -- that the teaching hospitals
undertaken those activities or continue to pursue those
other activities such as research care to the poor and such,
and those matters.

Finally, there's sonme issues concerning the
speci fic Medicare paynents, the indirect nedical education
adj ust rent and sonme of the issues surrounding there,
concerning the level of the adjustnent, how the adjustnent
is potentially a blunt approach for funding other types of

expenses that teaching hospitals undertake. There wll be
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di scussion of the issues surroundi ng Medicare's direct

medi cal education paynents, concerning the variation, talk
about whether this variation is inportant to recognize or
not concerning how Medi care share is determ ned and sone of
those issues related to the direct paynent.

Al so here though, which applies both to the
indirect and direct paynent, is discussion of howthis is
al so a hospital focus paynent system The BBA made sone
smal | changes that have noved to funding training in other
pl aces, rural health centers and Federally qualified health
centers as well as Medicare+Choice prograns. But again the
system basically does remain hospital focused. So it's a
di scussion of those issues with how care delivery is
changi ng, and so di scussi on of whether hospital focus
paynment continues to be the appropriate focus of the paynment
system

And finally, we also have to consider teaching
physicians in the context here of Medicare paynents and the
policies that Medicare has regarding teaching hospitals.
There's a general objective not to avoid doubl e paynent

here, but there's a nunber of issues that go there.
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Wen we consider all the parties that are invol ved
here, what residents do, there is the whole issue of the
conplexities of funding, what is a joint product which is
patient care services, teaching, training of residents and
other activities that teaching hospitals pursue.

The next issue area that we'd be discussing is
i ssues concerni ng physician workforce i ssues. Here we have
the different issues concerning physician supply and
di scussing the inplications of perceived oversupply of
physi ci ans, discuss issues related to the supply and denmand,
particularly future supply and demand needs that the country
may expect. And al so, discuss the inplications these
changes m ght have on hospitals here, in terns of a
di scussi on of those issues.

There's also the issues of the international
medi cal school graduates. Here we would be di scussing the
i nplications of using Federal funds to support the training
of physicians who, for instance, may return to their native
country. There are different opinions on that, in terns of
it being sonething as a national good to do that type of

thing, in terns of making sure other countries have well
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trai ned physicians. But then there's also issues that a | ot
of these people, regarding inmmgration policies, remain in
this country and find ways to get around those requirenents.

The ot her issues, in terns of physician workforce,
deals with specialty mx issues, in terns of primary care
versus ot her types of trainees.

And then dealing with issues for health profession
shortage area concerns, and discuss issues surrounding
policies targeted towards encouragi ng physicians to practice
i n underserved areas.

Also related to physician workforce is a
di scussion of the issues surrounding nursing and allied
heal th workforce issues and the funding of those activities.
There's been a trenendous increase, actually, in a |lot of
nurse practitioners and different allied health professions
and physicians assistants and such. That al so has
inplications for future workforce needs, potentially on the
physi ci an si de.

Finally in the discussion of the issues, is again
we' re asked to address the issues of the nmedical schools and

t he dependence on service generated to incone. So we'd have
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a discussion of nedical schools and al so probably the

underlyi ng research establ

i nvol venent there and the i ssues of how those activities are

funded and Medi care or the

role in those activities.

shnment, the nedi cal school s

Federal governnent's potenti al

So that describes basically the policy issues

section and we envision that as basically trying to be an

even- handed di scussi on of those issues.

So with that we can cone to what is the final

section of the report, which would be policy reform Here

we have basically two secti
even three sections dependi

what's under item B. But i

ons, or it mght be considered
ng on how you want to handl e

t's objectives.

So | have laid out in the outlines what m ght be

per cei ved sone objectives,

and | think the Comm ssion wll

have nmuch nore discussion to find what those specific

obj ecti ves of Medicare and

Federal policies mght be. But

just gave you a flavor of what type of thing | was at |east

t hi nki ng of, and we were thinking of as staff, as what

obj ectives or types of things they may be, and di scussing

about objectives of Federal

policies regardi ng here.
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| ssues like creating better accountability in
terms of what we have in the paynent system which we don't
currently have, ensuring a well-trained workforce, ensuring
preem nence of U. S. nedical schools, but also allow ng
Medi care to be a prudent purchaser for what it's doing in
terms of its responsibility to its trust fund and those
matters, as well.

The final section of the report will be options
and recomendations. Herewith the Comm ssion, we probably
will bring forward at different times options for you to
consider or we want to her fromyou different options that
you may have. But we have this section to devel op final
recomendati ons. W basically have this down to three basic
sections, in terns of financing, paynent nethods, and al so
wor kf orce i ssues and di scussion of the options and
recommendati ons the Comm ssion m ght pursue.

So with that, | guess | can hel p answer any
guestions you mght have. W did send out recently, as part
of the continued consultation process, we sent out another
letter to a bunch of people asking for coments of the basic

question that MedPAC was asked to address, in terns of what



10

11

12

13

14

15

16

17

18

19

20

21

111

concerns people m ght have with Medicare's current paynent
policies for graduate nedical education and teaching
hospital s and identifying any recomendati ons or changes in
policy they think m ght want to be considered. W'I|l share
those with you when we get them

|'d be happy to answer any questions and anyt hing
you want to discuss concerning the panel, as well.

DR. WLENSKY: Bill, Jack, Gerry, Joe.

MR, MacBAIN. Just a quick question to get a sense
of where we're starting wwth this. In focusing on those
obj ectives and recomrendati ons, should we be | ooking at
Medi care policy issues or Federal health policy issues?
Shoul d we have a broad scope or a narrow scope on this?

DR. WLENSKY: W clearly have to tal k about
Medicare. | think it mght be hel pful to nake that
di stinction, but obviously it will depend on what other
comm ssioners feel, in terms of Medicare. | think in one of
the last comments that Craig just nmade about Medicare as a
prudent purchaser that leads into the issue of Medicare and
Federal governnent as distinct from Medicare.

So | would think that to the extent that we can
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have that, it would be useful to do that.

MR. LISK: | envisioned that one, too.

MR. MacBAIN. My own sense on that is that there
are serious broad policy concerns dealing with how t he
Federal governnment wants to support the education of
graduate | evel physicians and provide support for safety net
hospitals, particularly inner-city hospitals, that transcend
the Medicare program In fact, the Medicare program nay be
a very well poor way of trying to acconplish those
obj ecti ves.

W may, just by the nature of the |law that created
us, be limted to dealing only with the Medi care program
But if you don't have a sense that we are, |I'mperfectly
willing to step out onto the thinner ice around the margins.

MR. GUTERVMAN: The legislation requires us to
consi der Medi care and ot her Federal policies related to
medi cal education and teaching hospitals. | think the focus
is clearly Medicare but we certainly have the mandate, if
not the requirement, to consider the other policies that
touch on that.

DR. ROAE: | thought this was a thoughtful
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conpr ehensive, and very anbitious task and outline, and I
had a nunber of comments and questions. | guess in no
particular order, but | think that in your section on
teaching hospitals and their joint m ssion and you describe
the structure and function of teaching hospitals. |In that
section, | think it mght be worth including a section on
the financial inpact of GVE on teaching hospitals, since
this is about GVE and about teaching hospitals.

There is this funny thing about the inpact of
practice plans on the strength of nedical schools which
wasn't clear at all on howthat related to GVE, but | guess
that's in the BBA that we're supposed to tal k about that?
That woul d seemto be nmuch | ess germane than the inpact of
GMVE on teaching hospitals for this current report.

MR, GUTERMAN.  You nean the activity or the
fundi ng? Wen you say the inpact of GVE on teaching
hospitals, do you nmean GVE funding or GVE activities?

DR. WLENSKY: O GWE costs?

DR. RONE: Yes, finances, inpact on margins. |
mean, if we're tal king about teaching hospitals on the GVE

report, we should probably talk about -- because it's very
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variable. There are all different kinds of teaching
hospitals, et cetera. So that's what | neant.

Maybe that was inplicit, but it wasn't explicit.

MR LISK: That's a good point because it's not
explicit in there, but that's inportant.

DR. ROAE: Wen you tal k about the current QGVE
program and since we're going to try to cone up with sonme
reform or new approaches in directions for GVE, | think you
m ght have some of the denonstrations, |ike the New York
state wai ver described in here. That's not in the outline,
but that seens to ne to be an experience, or at |east
sonet hing that was --

MR LISK: Yes, that's inplied in terns of what |
was thinking of in there because that's an inportant policy.

DR. RONE: Policymakers are thinking about what
are the options and which direction could we go in. There's
one that's been devel oped and it shoul d be incl uded,

t hi nk.

| think where you tal k about resident and

physi ci an supply and specialty distribution -- I"mgoing to

get nyself in trouble with ny coll eagues from acadeni c
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medi ci ne here, but | would love to see -- it's really not
just the nunber of doctors and their specialty in terns of
their licensure, but it's their capacity to provide services
that are needed by Medicare beneficiaries. That's what

Medi care is about, and that brings me back to our first

di scussi on yesterday norning about end-of-life care.

mean, this is the Medicare Trust Fund and it would be great
to have a discussion. W nay be beaten out of it, but it
woul d be nice to have a di scussion about whether it's
appropri ate.

Gail's point yesterday about we don't usually do
it that way, | understand that.

DR. WLENSKY: No, | just neant it as -- if we
want to go into the issue of tying, as an issue of
accountability for exanple, the curriculumor the training
program that that's just sonething we ought to do in an
explicit way because it is so unusual fromthe traditional--

DR. RONE: | recognhize it's a great departure and
| recognize --

DR. WLENSKY: But |I'mnot objecting to it.

DR ROWE: -- that | would nake enem es here, but
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|"m better off doing this than anybody el se here. | just

t hink we should ask the question in a specific section, is
it not just the nunber of doctors in their specialty
certification but it's their capacity to serve the needs of
the patients and therefore should there be sone capacity
denonstrated or accountability?

And it may be that we want to pass that
accountability off as a proxy to the ABIMor the RRC or
sonebody else. | don't have an opinion on that right now,
but it just seens to ne that we mght bring it up, at |east.
It will no doubt generate comment and we'll get people's
poi nts of view

DR. WLENSKY: What's the ABI M?

DR. RONE: Anerican Board of Internal Medicine.

DR. WLENSKY: And the RRC?

DR. ROAE: Residency Review Commttee, RRC, the
ones who approve the -- those are the ones to whomthese
peopl e are accountable now in a way, these prograns. That
was anot her comment. You sort of say there's a | ack of
accountability.

|'d suggest that you entitle that section just
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accountability and you describe it. They are accountabl e
but they're just not accountable to the payer. Medicare
pays but they're accountable to their licensing board or the
Resi dency Review Comm ttee or sonebody else. But it's not
like they're not accountable at all. They're accountable.
It's just we want to, as a prudent purchaser, see that we're
getting sone response.

MR. GUTERMAN: Accountability was a termthat was
used by our mnysterious panel and it's been used a lot in
di scussions, but actually part of -- and a |ot of what's
wrapped up in what's referred to as accountability is
del i neation of what Medicare is purchasing and what the best
way mght be to purchase that. That m ght be a nore benign
way of describing that. W're not accusing these hospitals
of running wlly-nilly, doing whatever they want to,
regar dl ess.

But if Medicare is inplicitly paying for
sonet hi ng, maybe sone of these things should be better
explicitly --

DR ROAE: | believe that. But it's the way it's

listed here, it appears --
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VR, GUTERMAN: | understand that.

DR. RONE: W have conpl eted our considerations of
t hat i ssue and made our deci sion and maybe we haven't.

DR. LONG Jack, for we | aypersons could you say a
little nore about what is in your head when you tal k about
the capacity to deliver care to this popul ati on?

DR. ROAE: Sure. | was just thinking that
Medi care beneficiaries, excluding the end stage renal
di sease patients and those 5 mllion or so disabled
i ndi viduals, represent largely older individuals. There are
characteristics of their clinical needs and the care that
shoul d be provided to them of that popul ation which are
relevant to all physicians treating ol der persons. There
are certain things about drugs affecting ol der people
differently than younger people and physical changes in
ol der people and their social setting and just how you deal
wi th ol der people and their wound healing, regardl ess of the
ki nd of surgeon you are.

And just the way you manage all the people. They
have conorbidities, et cetera. There's a sort of body of

information of geriatric nedicine, kind of a core. One
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woul d hope that any physician taking care of an ol der
patient has sone understanding of that. Yet a |ot of
trai ning prograns m ght not include anything about that.

DR. LONG So we're tal king about curricul unf

DR ROAE: Yes, | think we're tal king about
supervi sion, curriculum experience, testing.

| nmean, the Anerican Board of Internal Medicine, |
understand, has included a |large portion of this stuff in
their examto get certified. So you can't get certified as
an internist in the United States w thout passing this exam
Now it has a lot of content on this stuff, 10 years ago it
had none.

But I don't know how nmany ot her boards have done
it, and | don't want to push it too hard. It just seens to
me that the concept is it's not just the specialty and the
nunmber of doctors, but are they doctors who are attuned to
t his popul ation?

There are ot her physicians here and |'d be
interested in whether they buy this or not at all.

Just one or two others. The IM5issue, Craig, |

think is a very interesting issue, but | just want to
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clarify the two sides of the coin there without taking a
stance. There is a side of the coin that says,
i nternational nedical graduates conpete with our graduates
and we shouldn't be doing that, and it doesn't nake sense,
and if we have too many doctors in America nmaybe we shoul d
stop that inflow before we reduce Anmerican nedi cal graduates
and trai nees.

The other side of the coinis |ess often stated as
a national priority to help other devel oping countries
because of our |eadership role, and is nore often stated
that these international nedical graduates are individuals
who in many, not all cases but in many cases, fill the slots
in teaching hospitals and areas that serve indigent
popul ati ons, underserved populations in city hospitals. And
that if there were no capacity for those individuals to
cone, Anerican nedical graduates m ght not be avail abl e or
choose to take those positions, and those safety net
hospitals woul d not be able to provide the needed services.

|"mnot taking a position on either side of that,
but | think that that paragraph should franme those two

poi nts of view
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| guess ny |ast question had to do with the

tinmetable. This report is going to be due, | gather, in
August of next year and this is an inportant thing. It was
mentioned by Gail, | think, yesterday or Miurray, that we

woul d probably hear a little bit about this at each neeting
or sonet hi ng.

DR. ROSS: O a lot.

DR RONEE O alot. | think this is a good
exanple of a kind of thing that we shouldn't wait until it's
all done before we see it. That was that discussion we had
where we could get section A done, let's see section A, and
that way we' Il all feel |ess crunched next 4th of July.

DR. KEMPER But we won't be neeting either.
That's the other -- as this deadline approaches we won't be
meet i ng.

DR. LEVERS: W're going to have to.

DR. ROSS: W have a bl ocked out a tinetable that
we can share with you

DR. RONE: But those are ny comments. Thank you
| think this is really a terrific start.

MR SHEA: | joinin that. This is very hel pful
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for those of us who are not very well acquainted with this
i ssue. Jack has made the point | wanted to raise nore
el oquently and in nore detail than | could, but let nme talk
about it froma slightly different perspective. Jack, you
spoke about the capacity to provide service. | want to put
that in the context of, even if you believe, as | do, that
what we're tal king about here is a greater good -- albeit
with a strong caveat that there are a |l ot of issues that
need to be sorted out in that -- why aren't other people
payi ng for the greater good?

DR. ROAE: Wiy are we the only ones paying for it.

MR. SHEA: |Is the distribution of the dollars for
this greater good going right? Al those things | think
need cl ose exam nation. But if you believe that this is a
greater good and probably proper funding, | do think it's
entirely appropriate to ask whether or not Medicare is
getting, for the nonies it's putting in, the kind of
preparation that allows the kinds of services that the
benefi ci ari es need.

So |l want to say | think this is a service to

beneficiaries issue, in addition to all the other
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perspectives that are very inportant to this. That's just a
slightly different cut other than Jack had.

DR. RONE: Just to give you a really gross
exanple, if | could nention this one. A couple years ago,
Congress decided to elimnate fellowship funding; that you
could only get GVE for X nunber of years after your nedical
degree. They elimnated a whol e nunber of fell owships, and
one of the fellowship fundings that they elimnated
conpletely was geriatric nedicine. And a nunber of us had
to go to Congress and speak with M. Gngrich and with M.
Johnson from Connecticut and others who wanted to do that,
and the idea was, gee, we said, what better use of the
Medi care trust fund than to train geriatricians which are
docunented to be in inadequate supply?

And that was the first sort of glimer of matching
the actual services to the needs, as opposed to just across
the board changes. But there's a little bit of geriatrician
in every doctor taking care of old people and we shoul d make
sure it's there.

MR. SHEA: Is there also a research anal ogy here?

|s some of this noney now -- let ne just say it in regard to
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the outline. Let's |Iook at whether or not there's a

rel ati onship between targeting this noney and the research
that you coul d generate and nost people would agree needs to
be done in this field along the lines we were tal king about
yest er day.

DR. NEWHOUSE: Craig, let nme start by saying, 1'd
like, if possible, to see nore econom c analysis in the
report than | sense in the outline, and I'll be specific
about a couple of areas. First of all, I think -- this
doesn't flow directly out of economics but it leads on to
sonething -- to separate and enphasize the differing
rationales for the indirect nedical education paynent and
the direct nedical education paynent.

And on the indirect side, the rationale is
basically given that we have a prospective paynent system
for hospitals and we want a | evel playing field for teaching
hospital s and non-teaching hospitals. And we have the
enpirical fact that teaching hospitals have hi gher costs per
case, and that fact seens beyond di spute.

If it were the case, which it isn't, that al

teachi ng hospitals were honbgeneous and all non-teaching
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hospi tal s were honbgeneous, so they just had a different
mean cost per case, | think we would have handl ed the
indirect side of this quite differently. W would have
handled it |ike we handle rural hospitals versus urban
hospitals, and we'd have two paynent rates; one paynent rate
for teaching hospitals and one paynent rate for non-teaching
hospitals. But we have sonething instead that | ooks nore
continuous, and as you have nore interns and residents per
bed, you have hi gher costs.

So the question then becones, to what are those
hi gher costs attributed? Here I think econom cs would
suggest that it's not greater inefficiency of teaching
hospitals. That they at least, if you didn't -- or let ne
put it another way. |If they were all alike and you paid
thema different rate, probably everything woul d be okay,
because they would be -- they in effect are conpared agai nst
every other hospital in those rates and they have incentives
to be efficient.

So what are the costs due to? Well, we can't
really disentangle it, but |I think it's some conbi nati on of

the followwng. One is that for a given case we may | ust



10

11

12

13

14

15

16

17

18

19

20

21

126

take care of the patient differently in teaching hospitals
because the resident is there at 2:00 in the norning, the
patient just has a different course of treatnment than if the
doctor has to be called at honme and deci des he or she
doesn't want to cone in and says sonething to the nurse and
so forth. And those differences may be all to the benefit
of the patient or not, but they're differences.

The second is that there potentially is sone
unmeasured case m x differences between teaching hospitals
and non-teachi ng hospitals, teaching hospitals getting
sicker patients. And the third possibility is that there's
sonme subsidy of clinical research that's not being accounted
for.

As | say, | don't think we're able to sort those
out, but then when we get back to the rationale there's an
i ssue of, should we be paying for those things or not?
Shoul d the Medi care program be paying for those things for
its patients, and that we need to discuss. That's all on
the indirect side.

On the direct side, then | think we get to the

guestion of what are the issues with respect to the broader
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wor kf orce? Then the issue is, should the Medicare program

be paying for those? So one of the conclusions | draw from
this is that the rationale for Medicare paynent is stronger
on the indirect side than on the direct side, and that the

direct paynents, one can raise the issue about should they

be com ng out of general revenues or not.

The second broad area beyond the kind of indirect-
direct difference is that -- where I'd like to see this go
isl'dlike to see sone analysis of the incidence of these
paynents which will have to be, | think, primarily
theoretical. But to what degree do these paynents go to
sustain salaries of residents, and to what degree do they go
to adding to the nunbers of residents, given how we've
chosen to structure the paynents, which is an additi onal
paynment per resident.

So those are two suggestions for what you m ght

add here.

DR. LEVERS: Craig, this is obviously very
anbitious. It also smacks of FLEXOR-I11, and that took years
to wite. | think is going to take years to do.

One of ny concerns that Jack brought up, and while
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| synpathize with what he's saying, in particular in
relationship to curriculumis that we have to be very
careful that we don't get in an area that we don't have the
expertise to really review And | think that is an area
that we don't have the expertise, while it is inportant. W
started with the expert panel, sone of their thoughts are
excellent and | agree conpletely with them But |I'mvery
concerned about the depth of the workplan, and being able to
actually acconplish it.

Just taking the IMGissue is a trenendous
undertaking. [It's not one that other people haven't been
dealing with. And you get into workforce and the workforce
issues are very difficult to cone up with. W've got a |ot
of reports we can review, but all those reports started with
a different basis and a different prem se, so interpreting
those is exceedingly difficult to do.

| guess while | comend you and | think this is a
great start and needs to be done, | guess ny concern is can
we do it. And what | was wondering is if you could very
briefly review the directives that we have. And | think we

| ook at each of these and say, does it inmmediately go to the
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directive? Not whether it needs to be done. It does. But
is it something that we have to do, and how do we limt this
report?

The other thing I think that we as a conmm ssion,

and | think we have to start thinking in this direction, is

we may well have to be very inventive -- and Murray, | think
you're going to need to help us here -- on the process to
achieve this. |1'mnot sure the process that we utilize for

all of the other chapters and topics is going to be adequate
for this. W at the AVA now have been dealing with many of
these areas for years in trying to work through sone of
t hese, the workforce issues and things of this nature.

So as | read the outline, as | read the materi al
that we've got, | agree conpletely with you, it is al
rel evant and all very inportant. But |I'mnot sure in the 11
nmont hs we have to achieve it, we can achieve it. So | think
we need to think about how we're going to get this done. It
needs to be done. How can we do it? Should we do this in
part with some of the private sector, sone of the schools,
the academ c world, the various groups involved in education

hel ping us wite this report, in a manner.
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| nmean, it would have to be our report, but | just
don't see us being able to get everything that you have in
that outline. | guess |I'masking you to take another | ook
at it. | comend you, but | don't think you' d better plan
any days off between now and then, and you'd better start
addi ng sone nore peopl e.

DR. ROSS: Let ne see if | can raise your confort
level a little bit. First of all, we'll send you a tineline
and sone of the building blocks that underlie this outline
in terms of how we've conceived of the projects that make
this up. But second, in internal discussions we wll have,
at the nonent, at |east seven people involved. Not all on a
full-time basis, but at |east sone part of seven different
anal ysts on this. Craig we've already commtted to 150
percent, but we are picking other pieces.

So don't be |l ooking at this as a one or two-person
project. Obviously this is a very anbitious outline. But
remenber too that it's an anbitious outline that reflects
the mandate we were given in the Bal anced Budget Act.

Wth respect to outsiders, no one has been shy

about sharing and giving us input on this topic. But also
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again as part of the formal consultation process, we will be
circulating either draft pieces, or at one point a draft
report for the interested parties to see. | think it's at
that point we can count on a |lot of help there.

DR, LEVERS: If | may just follow briefly.
Stuart, do you want to conment on --

MR. GUTERVMAN. Yes, if | can add also. Mirray
dealt with breadth nmaybe and |I'lIl deal with depth. These
i ssues are sort of bottom ess, many of them and what we
intend to dois -- | think our nmandate is to address many of
themand to lay out directions to go to solve sone of these
problens. | don't think we're |ooking for -- certainly not
the staff and not the Comm ssion either, to solve all of
these issues, but rather to indicate directions in which the
Congress and we ourselves in the future ought to look in
order to devel op potential solutions for all of these
t hi ngs.

So you're right, if we were going to wite the
ultimate report. But | don't think we're going to wite
anything like FLEXOR-11. On Jack's issue, | think what we

woul d end up with on the part of the Conm ssion would be a
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potential recomrendation that Medicare ought to in making
its nedical education paynents, presum ng that you think

t hey should continue to do that, require sone sort of
reporting on the distribution of specialty, or special
training that is particularly tailored to the Medicare

popul ation. But not designing curricula for nedical schools
or anything |ike that, but just sort of a direction to go
in.

DR. LEVERS: If | mght follow just briefly.
That's why | brought the issue up, because | heard Jack
going a little further than | think we can go. | told him
this privately before he left, so I'mnot waiting until he
left to say that. And maybe what you're going to provide us
will make me a little nore confortable.

But 1'll be very honest with you, seven peopl e,
that's not enough. |It's all we've got maybe, but it is not
going to be adequate, depending on the depth and what Stuart
is tal king about. Yes, we can raise a | ot of questions.
That's easy to do. But |'ve got a sense that what Congress
asked us to do was to get a little nore in depth than

rai sing just issues.
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So I'"'manxious to get started with it. |'m
anxi ous to work and be part of it. But | don't want us to
think that we can do what |'m hearing a coupl e peopl e say
we're going to do in the depth of this outline.

DR. WLENSKY: Let nme just carry this issue,
particularly the curriculum one step further because maybe
we can have sone di scussion about how the conmm ssioners who
are still here feel about this.

It strikes ne that one way we could deal with the
i ssue of a type of accountability that Jack was raising is
that if the justification that is raised for using Medicare
nmonies to train physicians is that in the absence of such
fundi ng there m ght be an inadequate supply of physicians
avai l abl e for seniors, which is one of the rationales that's
been used in the past, then the question m ght be, ought not
the federal governnment, if it is relying on that as a
justification, becone nore involved in nmaking sure that the
physi ci ans trained are the physicians that Medicare seniors
need.

That is not just in ternms of the split between

specialists and primary care physicians, or anong



10

11

12

13

14

15

16

17

18

19

20

21

134

specialists, but making sure that in areas, particularly if
t hey haven't seenmed to get brought forth by the market, |ike
geriatricians, that people with the training necessary to
provi de services for seniors are avail able and that this
woul d be a quid pro quo for such amounts of noney. Wt hout
getting into what this curriculumshould | ook Iike, but
saying that if that's the justification then it mght foll ow
that this is an appropriate role for those who receive
paynment, and not attenpt in any way, for this comm ssion for
sure, to lay out specifically how you woul d go about doi ng

t hat .

But that would give a very specific direction, for
exanple, that is not present. It is not a different -- |'m
not suggesting that we adopt this as a policy, but it would
strike nme how we could respond to what Jack has raised, but
still acknow edge what | think is correct fromyour point of
view, that we aren't going to be in a position to actually
go about and say that the curriculumought to include
whatever. But just to say that this now woul d becone a
federal responsibility, again on the justification that the

reason you're doing this is you don't think you'll see
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enough physicians to take care of seniors. That's why it
ought to be a Medicare funding strategy.

MR, GUTERVAN. Also | don't nmean to inply that we
woul d consi der raising questions would be enough. But
setting directions is quite different than raising
guestions. | think we can identify a nunber of issues on
whi ch the Conm ssion woul d be prepared, we think, to nmake
specific recommendations, if so inclined. And on many of
t hese other issues setting broad outlines for the direction
policy should go in would be a najor inprovenent over the
status quo.

DR. LEVERS: Just briefly. | agree with that and
| agree with you, Gail. But about the only ones that don't
care of the Medicare population are pediatricians. So |
don't know how you narrow that. |If we try to get into that,
suddenly we've got, | do this, | do that, | take care of
their toenails. So | fully understand where you' re headed,
that we're not going to be in the depth we'd |ike to perhaps
ultimately be.

But | guess what |I'msaying is that asking Craig

and Murray and all to take a |ook at this and nake sure that
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everything that's in there is sonething we have to do.

Let's get that done and done well, and then attack the other
areas that we think should be attacked or questioned. |
guess that's ny concern. | don't want to see us put a
report out that doesn't really have the quality that we all
want and we're used to. And | think if we bite off too
much, we can do that easily.

DR. W LENSKY: Peter?

DR. KEMPER | had two comments. The first one
is, | think it would useful to see a little nore enphasis on
regional distribution. Not just the quantity in a sense,
but if there were quality indicators, that would be even
better. Just fromthe perspective of the potential for
academ c health centers to increase quality of care, both
t hrough the services that they provide and the cutting edge
care, but also through the training. So that a real
geogr aphi c i nbal ance could be an issue, and how t he paynent
policy affects that would be an issue.

The second coment has to do wth when you're
tal ki ng about the policy reformand the objectives. You

enphasi ze the workforce financing, but you don't talk nuch



10

11

12

13

14

15

16

17

18

19

20

21

137

about the other objectives that the panel tal ked about, the
sort of multi-dinmensional objectives including innovation,
standby costs, research, and so on. It seens to ne that's a
real fundanental issue that we have to sonehow sort out
pretty early is how we feel about that very broad set of
conpeti ng objectives before you can go anywhere when you're
suggesting directions.

| don't know how you cone to a judgnent. |t seens
to me that's alnost a political judgnment that's tough to
conme to through anal ysis.

DR CURRERI: | probably want to add on to what
Ted said. Wien | first read this outline it scared ne to
death, to be honest with you. And the reason for it is
because it seens to ne we should have been three-fourths of
the way through this outline because going to a section four
is really tough. 1 can tell you when we did this on PPRC,
you not only have the analysis that has to be done, but then
you have to |l ook at the political feasibility of doing this
as well as the financial feasibility, as well as the
resi stance fromvarious groups that m ght be asked to

contri bute nonies, and so forth and so on.
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Then after | |ooked back and went over it again, |
felt alittle better about it, because | really think we've
done one and two and nost of that appears in previous
reports. But | think that, quite honestly, to go fromthree
where we're putting down all the facts and doi ng the
analysis, to four, is going to take several nonths. And |
woul d really urge you --

| don't know what your tinmeline is, but ny
tineline if | were putting the tineline out, would be to
finish three as much as possible within the next 60 days.
Because | think to go fromthree to four and naeke rational,
reasonable -- and you're going to need to have nore
information. Once you do the analysis and you see whi ch way
| ooks potentially a better way to reformthe policies, then
you're going to have to see is that really possible or not,
and you're going to have to collect a whole new set of data.
And that's going to take as -- it may not take years, but
it's going to take several nonths.

So | just think we need to push forward as fast as
we can on the analysis part so we can know what we're goi ng

to have to look to to get to policy changes.



10

11

12

13

14

15

16

17

18

19

20

21

139

DR LONG | want to talk just a second about
physi ci an substitutes and the workforce issues involved and
al so how that brings us back full circle to yesterday
nmorning. But if we're talking narrowy about teaching
hospi tal s and paynents by Medicare associated with the
training of physicians, those elenents of the caregiving
systemare clearly not either the historic growh areas or
the areas that will be noving to into the future.

| think if you | ook at health workforce generally
over the |l ast decade and say, who are the actual caregivers
| ayi ng on hands of the Medicare population, the growmh there
-- | don't have the actual nunbers or the percentages, but
the gromh there would seemto be not in the area of MD.'s
and D.O.'s but other professional caregivers. And certainly
what we heard yesterday norning about care at the end of
life and the changi ng processes of dying it certainly didn't
sound to nme |i ke we were tal king about having a physician in
every pot.

We were tal king about having a whole variety of
different kinds of caregivers that | think is probably far

richer than sinply nurse practitioners and physician
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assistants. It involves not only other personnel but also
new t echnol ogy and other things that are substituting for
per haps what physicians did historically.

Now this quickly gets us back into the scary area
of , what can we possibly really do within the constraints,
the timefrane, the congressional charge, et cetera.

But if the real focus here is nore than sinply
payi ng for the education of physicians and ensuring the
survival of the safety net hospitals, the teaching
hospitals, particularly in urban areas, but really talking
about in the broader |anguage of congressional |anguage of
Medi care paynent policies and other federal policies that
sonehow affect the way in which we have a cadre of personnel
that we really want to deliver care to this population, then
| think perhaps sone additional enphasis on the evol ution of
a broader range of caregivers needs to be included.

MR. MacBAIN. | think as we get into this part
three section where is envisioned a | ot of discussion and
sone pretty thorny issues, if we try to focus a |l ot on that
wi t hout having a sense of where we want to conme out at the

other end of the maze, we'll never get out of it. W can
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spend a lot of tine sinply tal king about the fascinating
i nplications of various approaches to | M

| guess | look at this nore as an iterative
process, to try to get as quickly through the factual, just
sort of listing all the information we need to get sone
broad consensus on where we want to conme out, where we
actually are trying to get. |If we have a sense of what our
overal |l objectives are, recognizing that we're going to
iterate through that a few tines.

But we could be like a bunch of people trying to
figure out the best route on a map and if we don't know what
city we want to get to, we're going to get caught up in the
scenic routes. | don't knowif I'"mputting it too clearly,
but | really have a sense that our discussion is going to be
alot clearer if we can arrive at sone early consensus on
sonme of the objectives we're trying to achieve. So rather
than a clear, here's section three, we're going to go
through all of this for three nonths and then we're going to
focus on section four, to try to iterate through this whol e
| ast half of the process several tines.

MR LISK: In part in how we're structuring the
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di scussions we'll be trying to attenpt that. 1It's not
presenting just -- we'll probably try to present sone --
provi de you, and we may not present it -- some of the basic

background information at the next neeting in terns of what
cones in terns of the history and the current paynent type
of systemin terns of the current paynent rules. But
approaching it by talking about it at one neeting in terns
of the physician, sonme of the physician issues, and not
tal king about all the issues all at once, but devoting
specific neetings tal king about specific areas.

DR. CURRERI: Haven't we had al
t hat background material ?

MR LISK: Yes, you have.

DR CURRERI: Then | don't see any need to do it
agai n.

MR LISK: W need to do it, and I don't think we
probably woul d present that. W mght include it in your
briefing materials just for you to renenber, but | don't
have an intention really of rehashing all that. W have
presented that before and | don't think it's specifically

necessary to re-present that information, and for your
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di scussion. So your discussion could be nore focused on
identifying sone of the issues you want to focus on for
devel opnent of recommendati ons and such, too, and

obj ecti ves.

DR. W LENSKY: W just had a side discussion of
sonething we may or may not want to get into is, in thinking
about howto try to nmake this discussion relevant for
al l omance of sonme sort of Medicare reform whether we m ght
want to have at |least a small section. | was thinking about
the distinction Joe had made between the indirect nedical
education and the direct nedical education, and the
different justifications you use for each of those
conmponent s.

If there were to be changes in Medicare toward
nmore of prem um support systens, for exanple, as one of the
options that gets considered, what that would nean for
i ndi rect medi cal education. Wether you would want to set
aside a trust fund, the way they're proposi ng now, whether
you' d want to assune plans woul d get the noney back or
what ever .

It is sonewhat of a second | evel issue, but to the
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extent that the Congress is thinking about those broader
changes in Medicare, to at |east indicate how whatever we're
sayi ng about what the future of indirect nedical education
or the different cost structure m ght be, how that could
play out with a slightly altered or a substantially altered
Medi care system

DR. NEWHOUSE: There's the here and now i ssue of
how to all ocate the existing trust fund --

DR. WLENSKY: Right, with the growh of
capitation.

DR. NEWHOUSE: -- on the Medi care+Choi ce side that
needs to be considered here as well, | would think, unless
the Congress has told us they don't want us to do that.

DR. WLENSKY: Yes, and this is just the extension
of, if you have growth that puts the Medicare+Choice to 25
percent of the Medicare population in 10 years, or whatever
it actually turns out to be, what does that now nean in
terms of your indirect nedical education paynents? So we
really do have to deal with it. And even nore so if it
turns out that we nove to a different Medicare structure.

DR CURRERI: There's a lot of information | think
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we need to nmake those decisions. | don't have the faintest
idea what it is, what the answers are, until we get that
information | think, which is why I'"'murging the analysis to
go --

DR. W LENSKY: Mirray has been, and for our
Cct ober neeting we will focus on a tinme schedule to try to
provi de sone increased |evel of confort. Level of confort
may be too strong, but to get a little better sense about
where we think, or howlong it will take us to get to
several of the segnent points that we've tal ked about here.

Are there any other issues that people -- Stuart?

MR. GUTERMAN: Also in response to that, let ne
point out -- it's sonmething that staff occasionally finds
itself in a position of doing -- pointing out that the
anmount of information that, nunber one, is available, and
nunber two, that you actually need to nmake sonme of these
deci sions nmay be |ess than you think. Because many of these
things really are a matter of how you evaluate the structure
of the Medicare program the role of the program what we
think the Medicare programis buying now.

We can provide sone information on a |lot of that
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stuff, but the bottomline is how the Comm ssion thinks the
Medi care program ought to approach these issues frequently.
So don't | ook for these nunbers to nmake the decisions for
you.

DR. WLENSKY: Right, only the inplications.

Any further comment?

Fri day afternoon may becone graduate nedical
education discussions fromnow until our report is due. W
will clearly need to have a block of tinme each neeting to
make sure we go through progress or information on anot her
ar ea.

Thank you.

DR. LEVERS: Are you pl anning on bl ocking out a
July neeting?

DR. WLENSKY: We'Ill definitely have our June
because we' Il have the retreat. W can use a portion of the
time at the retreat to discuss this issue. That's
tentatively scheduled in md-June. And we nmay need one | ast
nmeeting in early July and try to catch people before it goes
to the printer.

DR. ROSS: Although just given the time frame if
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we have a md-June retreat and a first week of August
deadline 1'd like to approve the final report in June.

DR. W LENSKY: Yes, that would be better. W
coul d presumably have a neeting after the fourth if we
needed it to try to resolve sone outstanding i ssues and
still make our August deadli ne.

We are going to break for |unch now.

MR. MacBAIN. Let ne just reiterate one point |
made earlier, because this tine frame is going to get
awfully tight, awfully fast. And that's, as individual
sections get done, e-mail themto us, give us a chance to
get back, circulate comments. Use every tool you've got to
get information back and forth as quickly as possible.

DR. WLENSKY: It's also going to get tight when
you renenber we still are going to have a March and June
report. So this is not the only issue.

DR. LEVERS: That's what we're worried about.

DR. WLENSKY: W are going to break until 1:30,
when we will resune with our discussion on risk adjustnent.

[ Wher eupon, at 12:49 p.m, the neeting was

recessed, to reconvene at 1:30 p.m, this sane day.]
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AFTERNOON SESSI ON [1:42 p.m]

DR. WLENSKY: W're ready to start. For those of
you who canme expecting to hear a discussion on graduate
medi cal education, in order to accomnmpdate conmm ssioners
requests we rearranged the agenda |ate | ast evening. 1In the
future, we wll be distributing any changes in the agenda
both to all of the other conm ssioners and maki ng them
easily, publicly available to people who |like to attend our

nmeetings. W probably caused at | east as much disruption
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and confusion as we tried to prevent by accommodating the
request. Fromhere on out we will have cleared the
schedul es with the comm ssioners a couple of weeks

bef or ehand.

If there is an issue, it needs to be resolved at
| east a couple of weeks beforehand so we can nmake sure that
it does not cause other difficulties. And we will also nmake
sure that the schedule is available on the web site, so any
of you who are planning to cone, if you have any question
about whether there m ght be a change in the organi zation of
topics, you'll be able to get confirmation of the schedul e
on our web site.

W w |l be having our neetings generally in the
time frane that you are seeing them That is, starting on
Thur sday norning and going until about 3:00 on Friday. But
again, that information wll be available a couple of weeks
in advance, if not nore so, so that you'll be able to see
both the times and the distribution of topics.

We are now turning to one of the topics that we
have devoted a substantial anount of tinme in the past, but

we'll clearly be devoting tinme in the future as well because
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of its conplexity and al so because of its proximty nowto a
legislative tine franme. That's of risk adjustnment. W

wel cone Julian to this area, and al so Dan Zabi nski, both to
the Comm ssion neeting and to this area, and |look forward to
your hel ping us sort out the issues that we have to dea

with in risk adjustnent.

Julian and Dan?

MR, PETTENG LL: W look forward to the chall enge.
As it happens, we were going to give you an update regarding
HCFA' s plans for the risk adjustnent systemthey have to
i npl ement in January 1st, 2000. By coinci dence, HCFA
publ i shed on Septenber 8th, the notice describing the
proposal they have in mnd and then held a neeting all day
yesterday to give people nore information about the
proposal. Since they only used eight pages in the Federal
Regi ster, they couldn't have described it all.

But before we get to that -- and Dan and | are
going to take you through the pieces of the proposal, but
l'"d like to start with the conceptual framework for risk
adj ustnent, just to nmake sure we're all understanding this

t he sane way.



10

11

12

13

14

15

16

17

18

19

20

21

151

Basically, the discussions of risk adjustnent
usual ly start with the problem of selection. But it's
often, | think, useful to think about this as a part of the
adm ni stered pricing system |In the Mdicare+Choice
program HCFA has the problemis setting rates for the
pl ans, for covering a person for a year.

Conceptually, HCFA's objective is to set fair
paynent rates. Meaning that the rates will cover the costs
expected to be incurred by an efficient plan for
beneficiaries with different characteristics. Sound
famliar?

The Medi care+Choi ce rates determ ned by
mul ti plying the base ambunt in the county rate book by a
relative weight, which currently represents the
beneficiary's denographic risk score. The relative weight
is the beneficiary's risk score representing the expected
relative costliness of covering or spending, given the
beneficiary's characteristics.

Again, as we were talking this nmorning, if you do
this right you get fair rates which reduce the rewards that

pl ans get for selection, and at the sane tinme provide
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sufficient resources so that plans wll be willing to take
on beneficiaries who are relatively ill.

The problemis that the current risk adjustnent
system based on beneficiary's denographic characteristics is
really weak, and Congress was trying to address that problem
in requiring the Departnent or HCFA to inplement a new
system begi nni ng January 1, 2000.

Now the tinmetable for doing this is extrenely
tight, to say the least. In a sense, the fact that it's
tight for HCFA neans in a way that it's tight for us, too.
The comrents on the proposed notice are due QOctober 6th,
which is less than three weeks fromnow. Then in January,
the 15th of January, HCFA has to publish the 45-day notice
whi ch announces changes in the assunptions and net hods
they're going to use to set the rates for 2000.

W | earned yesterday that -- | thought that
inplies that they have to have the risk adjustnment nethod
they're going to use essentially set in stone by the end of
Novenber. But they told us yesterday that they plan to have
that conpletely determ ned by the end of Cctober. So they

are really hurtling toward the goal here.
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Then on March 1st they have to announce the rates
for cal endar year 2000, and at the same tinme they have to
file a report with Congress that explains the risk
adj ust ment systemthey're using and incorporates an
i ndependent eval uation -- an evaluation of the risk
adj ust nrent system by an i ndependent actuary.

Now t he next overhead outlines the main conponents
of the proposal of which the first three are the nost
inportant in the very short run. The plan calls for a risk
measure based on health status and denographic
characteristics. The denographic characteristics wll be
simlar to those that are used in the current systemlike
age and sex and eligibility for Medicaid benefits. The
health status part of it is a nodified version of the
princi pal inpatient diagnostic cost groups, PlIP DCGs.

Ri sk scores are intended to neasure expected
relative costliness in the forthcom ng year based on age --
this is the way | think this wll work. You can know the
enroll ee's sex and age for the forthcom ng year, because one
doesn't change and the other changes in a perfectly

predi ctabl e way.
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[ Laught er. ]

MR. PETTENG LL: Wat you can't know i s whet her
during the previous year the person was eligible for any
period of tinme for Medicaid, and that's one of the factors
that affect the risk score. And the reason you can't know
that is that HCFA won't have all the data for the full
precedi ng cal endar year at the tinme they have to set the
initial paynent for that enrollee. Simlarly, you can't
know whet her the person was hospitalized during the previous
year and therefore placed in a DCG  Again, for the sanme
reason, they won't have all of the information avail abl e at
the start of the cal endar year.

So | think the way it wll work is the age and sex
w Il be based on what the enrollee's age and sex is in the
current year, the year of paynent. And the diagnoses and
eligibility for Medicaid will be based on what went on in
the prior year. Then you'll have this issue of whether to
set interimrates and then adjust retroactively as the rest
of the cal endar year's data conmes in, or not. W'IlI|l cone
back to that a bit later

It's a prospective nodel. It attenpts to predict
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what spending will be for an enrollee in the forthcom ng
year, given events that did or didn't happen in the
precedi ng year.

The third elenment is the so-called rescaling
factor. Substituting the new risk scoring system neans t hat
you' Il be using risk scores that are inconsistent wth those
that were used to standardi ze the county rates in the county
rate book. And if you didn't correct that inconsistency,

t hen what woul d happen is that enrollees in one county woul d
be overpaid and in another county they're be under pai d.
You' d have all these paynent errors going on which would

ef fect plans according to which counties they serve. 1'1]I
conme back and explain how the rescaling works, or at |east
conceptually how it works and show you an exanple that makes
it clear why they need to do it.

In the end you'll have a paynent rate then that is
equal to the county rate book amount nmultiplied by a
rescaling factor for the county and then multiplied by the
enrollee's new risk score. That will be the paynent for the
enroll ee during the year.

The refinenent plan that was the | east tal ked
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about -- there was a little bit of discussion of it
yesterday. The part that's in the notice is very brief and
very terse. |It's clear that HCFA intends to expand the PIP
DCGs to take into account encounter data that covers
physi ci an services, hospital outpatient, skilled nursing
facilities, and hone health, at a m ninmum and perhaps nore.
"' mnot sure what that nore m ght be and they didn't say.

But they also do not plan to begin collecting that
data until at |east next Cctober; Cctober 1, '99. And they
say that they will need to collect it for about three years
before they will be ready to make nodifications to the risk
adj ust ment scoring system that is, the DCGs, or sonething
simlar. So inplenentation couldn't possibly occur earlier
t han about 2003.

DR. W LENSKY: I npl enentation of

the refined --

MR. PETTENG LL: O a refinenment, right. 1In the
meantinme, everything will be based on the encounter data
t hat Medi care+Choi ce plans are now subm tting, which had
originally been schedul ed -- the subm ssion had been

schedul ed to be conplete today. But they had sone
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difficulties in getting it all in, so they have about 40
percent of it, 45 percent of it is in.

MR. ZABI NSKI: Sonmet hing |ike that.

MR. PETTENG LL: And they've
extended the deadline until Cctober 16th.

MR. ZABI NSKI: October 16th. Four weeks from
t oday.

MR. PETTENG LL: So they won't have all of the
encounter data until a nonth fromnow Then they will have
about two nonths to process it and figure out what the rate
book will look Iike for 2000.

Now Dan's going to take you through the details of
the risk categories they' re using here. This is |like what
we were tal king about this norning. You have a set of
categories and a set of weights to neasure the risk. First
he's going to tal k about the categories, and then the
wei ghts, and so on, and then I'l|l cone back a bit later.

MR. ZABINSKI: What this diagramillustrates is
the fact that there are many nore variable categories in the
new ri sk adjustnment systemthan there are in the current

system 1'll just walk you through the diagram In the
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very left-hand colum you have the variables that are used
in the risk adjustnment system There's age, sex, health
status, which is only going to be used in the new system and
that's just the diagnostic cost groups, Medicaid,
institutional status. And in the new systemthere will be a
vari able for the aged that says whether they were -- before
being eligible on the basis of age whether they were
eligible for Medicare on the basis of a disability.

Then we divide the variables into two groups,
those for the aged and those for the disabl ed, because
there's a slight difference between the two vari abl es that
are used for those two groups. Then within the aged and
wi thin the disabled we divide the variables into those for
the current system and those for the new system

And what the nunbers nean, for exanple, the 10 for
the aged in the current systemon age, sex, it just tells us
that there are 10 categories in age, sex for the aged in the
current system And the dashed lines tell us that that
variable is not used in that particular system For
exanple, health status is not a variable for the aged in the

current system
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| f you take the product of all the nunbers in each
columm you get the total in the bottom That tells us the
total nunber of categories upon which risk scores are based
in the system For exanple, for the aged in the current
systemthere are a total of 40 categories. Likew se for the
disabled in the current systemthere are 40 categories, for
a total of 80 categories right now \While in the new system
the aged have a |l ot nore categories than they currently do -
- 560 -- the disabled have 200 in the new system for a
grand total of 760 categories in the new system

Now t he DCGs are one of the variables used to
determne risk scores in the new system and I'll wal k you
t hrough how HCFA is determning DCGs. First of all, it's a
three-step process. They sort the |1CD-9-CM codes into
broader categories called DxGoups with the idea of creating
clinically honbgeneous groups within the DxG oups. Then
they take the fee-for-service beneficiaries in the 5 percent
Medi care clainms file and place theminto DxG oups based upon
their 1995 principal inpatient diagnosis for each hospital
stay that they had in that year.

Then they form DCGs by col | apsing DxG oups in the
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followng way. Wthin each DxG oup they take the nean of
the total 1996 spending for the beneficiaries that fit into
that DxGoup. Then based upon that nmean they fit the
DxGroup into a predeterm ned range of spending, and that's
what a DCGis. |It's just a predeterm ned range of spending
t hat has been determ ned ahead of tine. That's a little
redundant .

Basically |I think one thing they were trying to do
was get enough beneficiaries within a DCG so that they can
obtain reliable statistics. They're going to run sone
regressions off these things so they need an adequate sanpl e
Size to obtain reliable statistics.

Now in HCFA's Federal Register report they said
that these first two steps resulted in excess of 20 DCGs.

But as you saw in the previous slide, there are only 10 DCGs
that are going to be used. And they got down to the 10 by
doing the third step. They had a panel of physicians review
each DxG oup and then they assigned sone of those DxG oups
that they determ ned to have highly discretionary inpatient
hospital stays into what's called default DCG which is

sinply the DCG that includes, anongst other things, the
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DxG oup for he beneficiaries that have no 1995 inpatient
hospi tal stay.

Now once again, the DCGs are used to determ ne
risk scores for beneficiaries, and the nmethod by which risk
scores are determned is as follows. Once again, they use
fee-for-service beneficiaries fromthe 5 percent Medicare
clains sanple to do the analysis, and the data that they
pull off fromthe clains file are their 1995 princi pal
i npatient hospitals stays to establish what the
beneficiary's DCGs are, their 1996 total spending, and
their 1996 denographics that match up with the vari abl es
that you saw on the first slide that | showed.

Then they take the beneficiaries and they assign
themto one of the 760 categories that | nentioned on the
first slide, based upon what their characteristics are.
Then they use that data to performa regression anal ysis,
and the results of that regression are used to estimate the
expected i ncrenental spending for each possible attribute
that a beneficiary can have.

Then those results can be used to determne a

beneficiary's expected total spending by taking the sum of
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the increnmental spending associated with each of the
beneficiary's attributes. Finally, the risk score can be
determ ned by dividing that expected total spending by the
nati onal average total expected spending.

Now we don't have an overhead for this, but at the
nmeeting yesterday at HCFA they ran through an exanpl e that
really shows how sensitive the risk scores are to the DCGs
to which a beneficiary can belong to. For exanple, the
first thing they showed was that for a male who's 75 to 79-
years-old that's not in Medicaid nor was ever receivVving
disability benefits, and also they had no inpatient stay in
the previous year, that their risk score would be .89.

However, if that same beneficiary had a
hospitalization due to a kidney infection in the previous
year, their risk score would be about 1.99, which is
about 2.3 tines as large as risk score if they had no
i npatient hospital stay. That neans that their paynent due
to that inpatient stay would be 2.3 tinmes higher than what
it would be without it.

Mor eover, they went through an even nore extrene

exanpl e where they said, now suppose that person has
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sonet hing nore serious, congestive heart failure in the
previ ous year? Then their risk score would go up even

hi gher to 3.7. So once again, the risk scores are very
sensitive to the DCGs to which a person can bel ong.

Now the risk score range, it seens reasonabl e that
it will be much wider in the new systemrelative to what it
woul d be in the current system Using sonme information that
Julian and | had at our disposal, we found that in the
current systema range of risk scores for 1999 wll be
sonething like .6 at the lowend up to 2.2 at the high end,
which is taking the ratio of the high score to the | ow score
there. That's about 3.8. But in the new systemin 1999,
the risk score range would be sonething like .2 or .25 at
the low end up to about 7.7 at the high end. And that's a
ratio of sonmething like 35 to one.

Julian, is going to finish the talk.

DR. CURRERI: Just out of curiosity, what disease
or classification would rank as 7.7? 1t nust be near dead.

MR. ZABINSKI: First of all, the classification
woul d be for the second highest male. He'd have to be

Medi caid eligible, previously eligible to a disability, and
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-- the DCG woul d be nunber 29, and that adds about $29, 000

to the paynent. [I'mnot sure what's in that category. |
think it's sonmething like --

MR PETTENG LL: Not $29, 000. You take the sum
add it up, and divide by the national average, and that
gives you that relative weight of 7.7, which would be
mul tiplied by the applicable amount in the county rate book,
whi ch is the nonthly anount.

MR. ZABINSKI: That's what | neant.

[ Laught er. ]

MR. PETTENG LL: Let's tal k about rescaling.
What's going on here -- actually, the nore | think about it,
the nore | think this is alittle m sleading.

But the need for rescaling arises for two reasons.
One is that the new risk scores are inconsistent wth those
used to determ ne the county rates in the county rate book.
As | said before, if you don't correct it you get
over paynments in sonme counties and under paynments in others.
The second reason is that Congress wanted to ensure that the
county rates would always go up by at |least 2 percent. So

they wote into the | aw how the rates have to be cal cul at ed.
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And that part of the | aw doesn't say anythi ng about
restandardi zing the rates for risk adjustnent.

So you can't sinply go back and say, okay, we're
going to recalculate the rate book to reflect the use of the
new ri sk scores. Instead, what you have to do is create
this separate factor which would be applied to the rate book
anount to correct it. That's what this rescaling factor is.

Now i f you | ook at the next overhead | think it
becones reasonably clear what the rescaling does. Nowif
you take County A, just suppose that 95 percent of the
projected fee-for-service spending per capita in the base
year, which was 1997, was $5,000. Now we're going to ignore
how t he rates are updated because that's fromyear to year,
because that's a separate problemnot directly involved with
t his.

The rate book anmpbunt is what Medicare would pay in
County A for a standard beneficiary. And a standard
beneficiary nmeans sonmebody with a national average
denographic factor, which is one. So to get that anount for
this county, you have to take the average per capita

spending and divide it by the average denographic factor in
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this county, which is 1.1. Wen you do that, you get a rate
of $4,545. That's the anount that Medicare would pay for a
nati onal average beneficiary if they were enrolled fromthis
county. That's what the rate book neans.

So if you wanted to pay for the average
beneficiary in this county, you would be paying $4, 545
multiplied by 1.1, which is the current risk score, and
you' d get $5,000, which is exactly what you shoul d pay.

DR. NEWHOUSE: You're paying $5,000 for sonebody
with the characteristics of 1.17?

MR PETTENG LL: Yes.

DR. NEWHOUSE: That's the average fee-for-service
beneficiary.

MR. PETTENG LL: Yes. |If the average fee-for-
service beneficiary living in this county enrolled in a risk
pl an, you would want to pay $5,000 for them

Under the new risk scoring system the average
fee-for-service beneficiary has a risk score of 1.3. That's
even though the national average for the new risk scores is
one. It has the sane scale. So if you wanted to pay the

ri ght anount now for the average beneficiary living in this
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county you couldn't multiple the 1.3 tines the $4, 545.
You' d get the wong nunmber. It would be al nost $6, 000.

So what you have to do is rescale the rate book
anount. The way you do that is by dividing the old average
risk score in the county, 1.1, by the new average risk score
in the county, which is 1.3. And when you do that it gives
you -- and then multiply $4,545 by the rescaling factor, and
then by 1.3, you get the sane $5, 000.

MR. MacBAIN:. Carification here. The old risk
score is based on just the denographic factors?

MR. PETTENG LL: That's right.

MR. MacBAIN. The average age, sex, et cetera, mx
of the county?

MR. PETTENG LL: R ght.

MR. MacBAIN:  The new score is based on those
factors plus all the DCG information for the county?

MR. PETTENG LL: The DCGs.

MR. MacBAIN. Al of which goes back to, or that
part goes back to the 5 percent sanple?

MR, PETTENG LL: Right.

MR. MacBAIN. How good is the 5 percent sanple
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when you get down to the individual county |evel?

MR. PETTENG LL: That's a good question. It
has 1.4 mllion beneficiaries, so that's a fair anount. |'m
sure for sonme counties it's not very good.

DR. NEWHOUSE: Are they still snoothing it over
five years then?

MR. PETTENGQ LL: No, they used to do the snoot hing
over five years with respect to what was call ed the average
geographic adjustnent, which is a different animal. That's
the one that brings the USPCC to the AAPCC.

DR. NEWHOUSE: So this is just one year's worth of
data for a county, the standardi zation factor?

MR, PETTENG LL: This is two.

DR CURRERI: It has to be two, isn't it?

MR. PETTENG LL: I'msure that in sonme counties
you have relatively few beneficiaries. And of course, this
is a5 percent sanple, so you're going to have very few --

MR. MacBAIN. Yes, that's what | was wonderi ng.
| f you' ve got a rural county that happens to have a | ot of
risk plan enrollees, for instance, you could end up with a

ot of volatility year to year and none of it representing
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the true risk base.

MR. PETTENG LL: That's a good point.

DR. WLENSKY: The volatility in fee-for-service?

MR. MacBAIN. Yes, which then translates into
volatility in the paynment rates, and you coul d have either
wi ndfalls or --

DR. W LENSKY: Like in probably the counties
around Portl and, Oregon.

DR. NEWHOUSE: But even with the five-year
snoot hi ng, we have tables in the ProPAC reports of the
volatility show ng |Iike 20-plus, and one case was 40 percent
change year to year, even with five-year snoot hing.

MR. PETTENG LL: Right. That's a real potential
pr obl em here.

Now this rescaling factor is going to be different
for every county because the averages, average risk scores
under the old and the new systens are going to be different,
whi ch neans sonetines it's going to be a factor bigger than
one, in effect raising the rate, and in other cases it's
going to reduce it, as it does here.

The rate book anmpbunt won't change. HCFA wil|
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publish a rate book that reflects the rules for setting the
rates, the bl ended anount, the m ni mrum paynent, and the
fl oor, and budget neutrality each year. Then it wll
publish also a rescaling factor for each county for each
year .

It's also worth noting that the rate books for --
right now the rate books separate Part A and Part B.
There's a separate risk score for Part A and Part B, and
there are separate rate books for aged and di sabl ed. That
will no | onger be the case. Under the new scoring system
they will collapse the aged and di sabl ed rate books, and
Part A and Part B will also be collapsed. So you will have
essentially a single nunber as the rate book anount.

DR. NEWHOUSE: What's the age groupings then in
t he under 657

MR. PETTENG LL: The age groupings for under 657
The | owest one is zero to 34, | think, and then it goes up
inincrements to 65. They've dropped institutionalization
as well, arguing that the DCGs represent health status much
better than institutionalization did, and Medicaid

eligibility for any time period during a previous year,
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because they've found that's what works. And it doesn't
seemto make any difference whether you focus on people who
are eligible for Medicaid because of poverty or those who --
whet her you nake the distinction between the QvBs and SLI MBs
and so on doesn't seemto matter very mnuch.

DR CURRERI: Isn't there a problem-- 1 think we
saw data that the disabl ed spend, on average, only 80
percent or 84 percent of what the elderly do. And by
col lapsing these, isn't there going to be a disproportionate
effect in those counties that have |ots of disabled where
they're going to have a windfall?

MR. PETTENG LL: Maybe collapsing isn't the right
word. Disabled people will end up in different cells,
different risk scoring categories than aged people do, in
any case. In addition to that, for the aged they have this
vari abl e that indicates whether the aged person was
previously qualified for Medicare benefits on the basis of
disability before they aged in.

MR. MacBAIN. But that adjustnment only occurs two
years following the year in which they're admtted to a

hospital. So it's no |onger a permanent adjustnent because
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of institutional status.
MR. ZABINSKI: That's right.

MR. MacBAIN. Unless they get readmtted every

year .

MR, ZABINSKI: It's a one-year bunp.

MR. PETTENG LL: Right. It has a duration of one
year, too.

DR. WLENSKY: Nowthis is to get a factor that is
used -- the risk factor for the county. But the actual

paynment then woul d be dependent on the age and sex and the
risk factor according to who actually went into the plan?

MR. PETTENG LL: Right. Yes, the actual paynent
rates of the plan is the rate book amount multiplied by the
rescaling factor and then nmultiplied by the risk score for
the beneficiary, which is based on all the beneficiary's
attri butes.

DR. ROSS: And the rescaling factor will be
recal cul ated each year?

MR, PETTENG LL: Yes. | was going to say, if you
had a suspicion that it wasn't this sinple, you were

absolutely right. [It's nothing like this sinple. In fact,
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according to the actuaries, what they're going to do is
conpute two rate books. One of themis going to be the rate
book based on the rules in the | aw about updating rates, and
the old risk scores. And side by side with that they're
going to conpute a rate book that is based on the new risk
scoring system and the sane other rules. Then the county
rescaling factor for each county will be the ratio of the
rate book anounts.

DR ROSS: And only in the first year will it be
based on the distribution of fee-for-service?

MR, PETTENGA LL: No, it will always be based on
fee-for-service into the foreseeable future, although
eventually -- | nean, at sone point this is highly
probl emati c.

DR. WLENSKY: This is what?

MR. PETTENG LL: Problematic. This is a big
problem At sonme point you'd love to get away fromthis
system and say, let's cut things right here and switch over
and go fromthere. But that's not allowed in the | aw

MR. MacBAIN. Wth health plans starting to report

encounter and claimdata, HCFA will be able to amass a
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managed care equi val ent of fee-for-service database which
they could then re-price and recreate the equival ent of,
usi ng a managed care sanpl e.

MR PETTENG LL: Yes.

MR. MacBAIN. Are they planning to do that?

MR. PETTENG LL: They are certainly aware that it
is going to be increasingly difficult to have rates that are
based on fee-for-service baseline forever, and |I'm sure that
t hey' re thinking about how to nake -- what kind of
conversion to ask Congress for to get to a baseline that
reflects what managed care entities do.

DR. ROSS: Julian, there's two issues here. One
is the coefficients and one is the weights. |In year one
you're using a fee-for-service population -- you have to --
for both of them Then the question is, in year two you
still need to stick with -- do you retain the old
coefficients but plug in the new wei ghts, because now you
have encounter data fromthe Medicare+Choice plans to
cal cul ate the county average ri sk score?

MR. PETTENG LL: If by coefficients you nean the

rel ati ve val ues --



10

11

12

13

14

15

16

17

18

19

20

21

175

DR. ROSS: The increnental costs.

MR. PETTENGQ LL: -- assigned to the attributes
yes. Those will be based on fee-for-service. They'll
continue to be based on fee-for-service.

DR. ROSS: But you'll plug in the whole county
popul ation, not just the fee-for-service in years two and --

MR. PETTENG LL: | don't think so, because the
AAPCCs in the base subtracted out the HMO costs, and were
di vi ded by the denographic cost factors for the fee-for-
service population in the county.

DR. NEWHOUSE: You woul dn't have to have two rate
books unl ess you were going to --

DR. CURRERI: The | aw nakes them have two rate
books.

DR. NEWHOUSE: But only because you're conputing
of f fee-for-service.

MR. PETTENG LL: R ght.

MR. MacBAIN. That's a good point. You have to go
through all of this stuff because you're ultimtely applying
it to an AAPCC that's based on the fee-for-service data. So

when you introduce managed care data, you're m xing two
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different sources and you can't take the managed care
frequency data and apply it to a fee-for-service AAPCC and
cone up with sonmething sensible. So I think the fact that
the AAPCC is baked in at a | ower stratum nmakes the rest of
the stuff pretty nuch have to follow the fee-for-service
l'ine.

MR. PETTENG LL: Scary, isn't it?

DR. LONG Julian, a question about -- again I'm
not sure I'mclear on the disability cells now for the aged.
If | amin Medicare by virtue of being disabled at the age
of 64, when | turn 65 |I'mnow aged, and it used to be we
ignored disability.

MR. PETTENG LL: Right.

DR. LONG But now we're not going to ignore
disability forever, for two years?

MR. PETTENGQ LL: No, forever. [|If you were
eligible for Medicare on the basis of disability prior to
aging in then you get this factor that is added for the rest
of your life.

DR. LONG So 72-year-old nales, otherw se

i dentical except that one becane paraplegic at 63 and the
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other one at 68, are going to be in different cells forever?

MR. PETTENG LL: Right. Well, nothing is forever.

DR. LONG All other things being equal.

MR. PETTENG LL: Pendi ng refinenent. Because
these things are all estimated by regression weights. If
you change the definition of the health status neasure, it's
going to alter the coefficients you get for sone of the
ot her variables as well.

DR. NEWHOUSE: Could |I ask you a question on that?
You keep saying regression. |s that just an additive nodel ?

MR PETTENG LL: Yes.

DR. NEWHOUSE: O does it have all the higher
order interactions in it?

MR. PETTENG LL: No, | don't believe they used any
interactions. They've got 37 variables. | don't think they
had any interactions init. But | couldn't swear to that.
They described it, but it's not the description you would
get if you were talking to the person actually doing the
wor K.

Now t he ot her thing you want to note about the

rescaling factors is that in the aggregate they don't really
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have any effect. They won't alter, by thensel ves, spending
in the aggregate. They will affect the amount that is paid
in each county, and they will affect the amounts that plans
recei ve, dependi ng on which counties they serve.

Those changes in the paynent anounts may cause
plans to alter their behavior, suspending marketing, or
getting out of a county altogether, or whatever they choose
to do, or attenpting to accel erate narketi ng because it
| ooks like a relatively favorable situation. That may
affect total spending ultimately, but it will be only by
that kind of indirection that it occurs.

So between rescaling and the adoption of risk
scores that are nore sensitive to the risk level of the
beneficiary there's the potential here for fairly strong
redistributive effects anong plans. W eval uated the
current range of nonthly paynents at the USPCC -- in other
words, ignoring the variation in county rates across
counties -- and with the current weights the val ues range
from$282 a nmonth to $1,021 a nonth. Wth the new system
they range from $109 to $3,560. Now that's at the extrene.

One of the other things you shoul d know about
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these DCGs is that when you get to the really high end there
aren't very many people in those categories. 1In fact, in
the DCGs al together you're only classifying about 12 percent
of the --

DR. W LENSKY: Excuse ne, what was the range that
you tal ked about, the $109 to the -- is that an adjustnent?

MR. PETTENG LL: That's eval uated at the USPCC.

So the actual range is even greater because you' ve got | ow
rate counties and high rate counties.

MR. MacBAIN:. Do you have any sense of how that
| ooks when you apply this to the floor counties versus
Staten |sland?

MR. PETTENG LL: | can't do that in a sense
because | don't know what the rescaling factors are for the
counties, and | think you' d probably want to take that into
account. That's part of the problemwth rescaling is
nobody really has a sense of what those |ook |ike yet, how
bi g are they.

MR. MacBAIN. Wen do we get those?

MR. PETTENG LL: | think you'll probably get them

January 15th, although they m ght be making that information
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avai | abl e earlier.

MR. MacBAIN. They go from35 to one to 3,500 to
one?

MR. PETTENG LL: | think that's part of the
probl em here is there's so much uncertainty. People are a
little bit put off, scared what m ght happen.

MR. MacBAIN. What would it be without the scaling
factor?

MR, PETTENG LL: The floor would be $387 or
sonething like that and the highest is up around $800. It
woul d shift --

MR. MacBAIN. What's the USPCC, adjusted for the
fl oor?

MR. PETTENG LL: It's about $460, maybe a little
bit |ess, $458.

DR. WLENSKY: Julian, all of the strategies that
HCFA has been tal king about introducing |like their disease
managenent for congestive heart failure, which is basically
spendi ng noney to keep people out of the hospital, and what
we were hearing yesterday from Joanne Lynn about howto try

to keep people in their termnal phase out of the hospital
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means that any of those people are going to be anathema to
t he managed care plans. That's the last thing you want to
do is keep people from being rehospitalized either in the
termnally ill or if they have stage three or four
congestive heart failure.

MR. PETTENG LL: That's one of the issues that the
people I think fromthe plans primarily were raising at the
meeting. Al of this is calibrated off the fee-for-service
baseline. And because of the concern about potential gam ng
t hey went back through and took out a | ot of the discharges
for the 75 DxG oups where the physicians said the adm ssions
are often discretionary, and they also took out all of the
one-day st ays.

Now it's not to say they took those out and threw
themaway. They didn't. They just said essentially -- they
put theminto the base category. Wi ch neans the base DCG
is conbined with the age/sex categories. So in effect, al
the patients in the base DCG including the 75 DxG oups and
t he one-day stays, are allocated across the age/sex
cat egori es.

DR. NEWHOUSE: It seens |like we've lurched from
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one extreme to the other. The old systemwe had fully
interactive system age, sex, institutional status, Medicaid
status was all -- everything was its own cell and the AAPCC
calcul ated or the rate book calculated the cell nean at the
national level. Now, if |I take this right, we've conpletely
elimnated all interactions, and one of the things we m ght
do is just exam ne the sensitivity to that because there's
got to be sone interactions floating around in there that
will be inportant. Maybe HCFA is going to do that on their
own. At least calculate the first order interactions and
see what's there.

MR. PETTENG LL: | think the first thing we want
to do is talk to the people who have actually done this work
and see whether they've |ooked at all that, because if they
did I"mnot sure it's worth repeating it.

DR. NEWHOUSE: Fine. No, there's no need to
repeat it if they've done it.

MR, PETTENG LL: But that's an issue. Another
issue is that this is based off 1995 and 1996 5 percent
sanple clains. Wuld you get the sane nunbers if you

used 1996 and 1997, or 1994 and 1995?
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DR. NEWHOUSE: O if you used a bigger sanple. |

mean, 5 percent is a little thin for estimting even sone of
the main effects probably, let along interactions.

MR. PETTENG LL: Right.

DR. NEWHOUSE: Did they say anything about the
second, third, fourth year and so forth, the work that we
did showing that if you were hospitalized in year one you
had hi gher expenses in years three and four? O did they
just say what they were going to do in year two?

MR. PETTENG LL: This is a one-year nodel and
there is no lasting effect. Watever bunp you get froma
di scharge | ast year is you get it, and that's it. It's
gone.

Now | did talk with one of the staff people about
the possibility of using kind of a nulti-year nodel to kind
of cushion the effect somewhat. But | think that woul d be
extrenely difficult to do here because of the way the DCGs
are defined. That is, you' ve cobbl ed together --

DR. NEWHOUSE: You can roll it out. WMaybe you
can't do it initially, but...

MR. PETTENG LL: No, the problemI'mthinking of
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is that a DCG contains a |ot of different DxG oups. Sone of
themw Il have a continuing effect at a certain level in the
second year. Sone of themwon't. Sone of themw || have a
bi gger effect in the second year, and they're not
honmogeneous at all. They weren't formed --

DR. NEWHOUSE: In anal yst heaven you m ght do a
different grouping in year two, but even if you didn't do
that it's very likely that you' re going to have higher
aver age spending --

MR. PETTENG LL: This isn't anal yst heaven?

[ Laught er. ]

DR. NEWHOUSE: Maybe steps renoved. Stuart says
t hat MedPAC is, but not HCFA.

MR. PETTENG LL: | nentioned that possibility to
one of the staff people over there and the reaction --

DR. NEWHOUSE: What, to cone to work for MedPAC?

MR. PETTENG LL: No, | didn't nention that. |
didn't have Murray's authorization to do that.

[ Laught er. ]

MR, PETTENG LL: And the reaction was that they

t hought it would be really extrenely nessy to do it. So
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these problens in the short run are really -- they're not
going to be resolved easily, that's for sure.

The last point here is that there really is likely
to be a fairly substantial decline in aggregate paynents to
pl ans, not because of the rescaling but because the new risk
scores wll, to the extent that plans have enroll ed people
who are healthier, it's going to show, and the paynents are
going to conme down. That's what, of course, a |ot of people
fromthe industry were concerned about yesterday.

So now we can tal k about specific issues, sone of
whi ch we've already tal ked about a little bit. One of them
is this issue of, do you phase it in?

DR. W LENSKY: Wat was the issue?

MR. PETTENG LL: Wiether you phase in the risk
adj ust nent .

DR. NEWHOUSE: But couldn't the plans argue that
t hey have the sane sickness but they just didn't
hospitalize?

MR. PETTENG LL: | was going to cone to that
because that's wapped up in whether you add the sel ected

anbul atory data or not. But yes, they are really concerned
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about that plan because the system has been calibrated on
fee-for-service and they say, our practice pattern is
different. So partly you're going to penalize us because we
hospitalize people less frequently. |1'mnot sure that has
an answer, except that --

DR. WLENSKY: It doesn't have a short term
answer .

MR. PETTENG LL: | was about to follow with HCFA's
answer. HCFA's response to that is to say, we tried to be
really conservative about this, so we're not redistributing
all that much noney with the health status part of this.
Sonething |ike 18.6 percent of the population in any year is
hospitalized; 80 percent has an encounter with the health
care system of one kind or another. R ght now the DCGs
catch 12.7 percent --

MR. ZABINSKI: No, it's 12 percent after --

MR. PETTENG LL: They're planning further
nodi fications that will reduce it to 12.

DR. W LENSKY: 12 percent of the 18 percent --

MR. PETTENG LL: 12 percent of the beneficiaries--

DR. W LENSKY: That 18 percent goes down to 12
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percent ?

MR. ZABINSKI: That's right.

DR. NEWHOUSE: So that nmeans 6 percent go into the
default category because they were discretionary?

MR. PETTENG LL: Right.

DR. CURRERI: O one-day adm ssions.

MR. PETTENG LL: O one-day stays, right.

Al t hough they said that noving nost of the discretionary
DxG oups into the base takes care of nost of the one-day
stays al though there are sone left.

Those 12 percent account for about -- sorry | |ost
it. They had a nice little chart that -- here they're
tal ki ng about the 12.7 percent which they're going to reduce
they say to 12, which accounts for -- it's 20 percent of the
money, | believe, is what gets noved by the PIP DCGs. It's
nore than that, but you have to renenber that the sane
peopl e who were hospitalized would have had scores based on
their age/sex categorization and the other denographic
factors in any case. So they say essentially, |ook, we're
nmovi ng 20 percent of the noney here fromone place to

another with this system so it's not that bad. W're not
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going to affect the plans that much.

But on the question of whether you phase in the
risk adjustnment to cushion its inpact, their reaction was,
we don't really want to tal k about phase-in until we've seen
the encounter data and we see what the inpact is because we
may not need it. If it turns out that they do need it, then
their preference is along the |ines of establishing
corridors, setting the maxi num change up or down that a plan
coul d experience, but the width of the corridor, of course,
is unknown at this point.

Now t he adjustnment for encounter reporting |ag
refers to this problemthat when you go to characterize
enrol l ees, you do so on the basis of the encounter data that
was submtted by the plan in which they were enrolled. But
at the point at which -- at the beginning of the cal endar
year when you have to say what group the person belongs to
you don't have all of the encounter data for the preceding
year. It's not yet in. So they'll have data fromthe
previous July to the June preceding the cal endar year in
guesti on.

And the question is, do you pay on -- do you
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establish the category the person belongs to, and therefore
t he paynent rate, based on that six-nonth |agged data and
then make a retroactive adjustnent the foll owm ng summer when
you have the remaining six nonths in? O do you just
establish a rate based on the |agged data and not worry
about it, not nake a retroactive judgnent?

Their position there was basically, we'd like to
know what the industry thinks; which way woul d you rat her
have it? Because in the aggregate it probably doesn't
matter to HCFA. So that's that issue.

Devel oping an outlier policy, you re predicting
relatively low rates for sone people who were not
hospitalized during the prior year and a plan could get
cases where they have to spend $150, 000, $250, 000, whatever,
to care for sonebody who has a serious illness. Wuld it be
wor t hwhi | e t hi nki ng about how to deal with that,
particularly for the smaller plans?

DR. CURRERI: Julian, are all new entrants at age
65 classified in the | owest group?

MR PETTENG LL: No.

DR. CURRERI: Assum ng that they don't have a
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previous disability.

MR. PETTENG LL: They said that's one of the
things they're still working on. | got the sense that what
they're planning to do is devel op a special set of base
age/ sex category estimates that relate to new enrol |l ees and
use those, because they won't know what the hospitalization
experience is. That's what they seemto be saying they were
going to do. But they hadn't worked it out yet so they
weren't really going to talk very nuch about it.

MR. MacBAIN. A question on the |lag again. The
DCG data is used to predict fee-for-service costs in the
year follow ng the year of the adm ssion?

MR PETTENG LL: Yes.

MR. MacBAIN. But in practice it's going to be
used to produce paynent rates two years follow ng the
adm ssi on?

MR. PETTENG LL: No. At the beginning of the
cal endar year you're going to pay for you would know whet her
t he person was hospitalized in the prior -- not the prior
si x nmonths, but the 12 nonths before that. So beginning 18

nmont hs prior and ending six nonths prior.
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MR. MacBAIN. So there's a slip of six nmonths in
t here.

MR. PETTENG LL: That's right. And the question
i s whether --

MR. MacBAIN. \What inpact does that have?

MR. PETTENG LL: | don't know. On average it
probably doesn't have any inpact because you're going to
have sone that you say weren't hospitalized because in
the 12-nonth period for which you have data they weren't.
But in the followi ng six nmonths when you get it you'll see
that they were. That should raise the rate.

But |ikew se, you're going to have the opposite
case where they were hospitalized in the six nonths in the
prior cal endar year but not during the 12 nonths of the
current cal endar year. So you're going to have given too
much noney for them | think it washes out.

DR. KEMPER | had two questions. One is, to what
extent is this systemthat gets inplenmented now w || that be
| ocked in and for howlong? | guess if | were in a plan's
position | wouldn't want it to change year after year after

year. On the other hand, just in this brief discussion
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we've identified a nunber of problens or potential problens
with this system Is this going to be it for a few years
until the encounter --

MR. PETTENG LL: | think so. They're not going to
collect the other data, outside of the inpatient setting,
until at |east after October 1st next year. And then they
want three years of data before they would try to inplenment
sonet hing new. That puts you out at 2003. |In fact, it puts
you out longer than that | think because we're setting rates
this January for the year 2000. So you've got to take that
lag into account, too.

DR. KEMPER. M second question is, how subject to
revision is this plan? | mean in the next nonth. W had
suggested sone notion of taking a |onger tinme period over
whi ch one neasured di agnoses than a year.

MR. PETTENG LL: | think there's no hope for that.

DR KEMPER It's not technically --

MR. PETTENG LL: Certainly not for cal endar
year 2000 because what you would have to do between -- in
order to do that it would have to be done before Decenber of

this year in order to get it in place, and there's no way.
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DR. KEMPER: And the problemis the technical one
of doing the anal ysis?

MR PETTENG LL: Yes.

DR. KEMPER  They just couldn't go back several
years and --

MR PETTENG LL: No.

DR. NEWHOUSE: What hope is there for an outlier
policy?

MR, PETTENGA LL: | don't think there's any for
cal endar year 2000.

DR. NEWHOUSE: So the only hope, the only change
woul d be a phase-in, in your view?

DR. KEMPER. No, there's sel ected anbul atory dat a.

MR. PETTENG LL: R ght.

DR. KEMPER  That's out of the question al so?

MR, PETTENG LL: | don't think there's nuch hope
for that one either. Frankly, the idea was to go out and
get survey data that you could use that would help you to
set the rates. But you' ve got to do nore than -- first of
all, you ve got to change the classification systemso it

reflects that data. So you're surveying to get the base
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that you're going to use with the fee-for-service data to
alter the classification and reset the weights. Not a snal
j ob.

Second, and this is the real rub. Wen you get to
the point where you're going to pay the plan, you' ve got to
be able to characterize the patient. Wat category do they
belong in? Were do you get that? It means you have to
have it for everybody. Were does it cone fronf

The pl ans have basically said that they can't
handl e, very quickly anyway, the outside encounter data, the
anbul atory dat a.

M5. NEWPORT: HCFA has problens there too.

MR, PETTENG LL: Yes, it's not just the plans,
it's also HCFA. And | suppose that Y2K figures in here a
little bit, too.

MR. MacBAIN. To go back to the application of the
new factors to the USPCC where the | ow rate drops from $282
to $109 and the high rate goes up froma little over $1, 000
to over $3,500, how does that reconcile with HCFA s
statenment that you're only noving 20 percent of the noney?

Because with these extrenes, it's a lot nore.
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MR. PETTENG LL: Because these nunbers, these are
the extrenmes, and what this doesn't reflect is the incidence
that goes with the different paynent rates. At the very
hi gh end there aren't very many people. Those DCGs --
they've got a list in one of their overheads where they
identified what percentage of beneficiaries were in each of
the DCGs. You can see that in the low and mddle ones it's
fairly substantial percentages. Like DCG 8, which runs
around $8, 000, $9,000, is 2.7 percent, and 10 is 3.2, 12
is 3.2. But when you get up to 20, you're down to .3
percent, and 23 is .6, 26 is .1, and 29 is .1. That's where
the noney is -- the big noney.

DR. NEVWHOUSE: |'mrenenbering when tracheostony
was first introduced into the DRGs with a weight of | think
around 11 or so, there was a factor of 10 increase in
tracheost ony adm ssi ons.

MR. PETTENG LL: No, not so.

DR NEWHOUSE: Yes.

MR. PETTENG LL: Wsat happened is that the
tracheostom es that hadn't been recorded before because it

didn't matter, were recorded.
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DR NEWHOUSE: Yes. W agr ee.

MR. PETTENG LL: It's not that people started
being admtted --

DR. NEWHOUSE: But another way of saying that is
t hat what appeared to be a rare thing becane not so rare.

DR. W LENSKY: For paynent purposes.

MR, PETTENG LL: Absolutely. But | think if you
were to ook at what's in this DCG 29 -- | nean, these are
things that there's no question that if they were
hospitalized for this and this was the principal diagnosis,
it would have been recorded, because of the DRG system if
not hi ng el se. These are high cost cases. H V/AlDS,
bl ood/ | ynphati ¢ cancers, neopl asnms, nervous system cancers.
These are pretty highly paid.

MR. MacBAIN. But HHVVAIDS is a good exanpl e of
where you coul d have subsequent adm ssions in subsequent
years at relatively Iow cost, just to nmake sure that
sonebody stays in that high DCG given the |ack of
persi stence of the data.

MR. PETTENG LL: Right. Gaming is a real

potential issue.
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DR. W LENSKY: Janet and then Alice.

M5. NEWPORT: I'Ill try to keep this sinple. Maybe
a sinple neasure of what bad shape we're in is relative to
the nunbers of words that start with the prefix RE
recalibrate, rescale, refine. | just offer it up because |
need a little amusenent right now.

DR. NEWHOUSE: Retreat.

[ Laught er. ]

M5. NEWPORT: Anyway with that said, | would
conplinment you on the paper in our materials. |It's about as
cogent and crisp a description of what the state of play is
right now, and | appreciated that very nmuch, because it's
difficult enough to describe if you're dealing with it al
the time, nmuch less try to explain it to other people.

Let me suggest a couple of things. CObviously
there's a lot of issues that have come up now. There are
serious infrastructure issues that | think we need to try to
look at a little bit here that aren't nentioned
specifically. | know HCFA is dealing with sonme of them but
we have to neasure how well they conplete sone of these

t asks.
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For exanple, ny conpany did a beta testing
of 1,700 clains files and only 60 of themwere able to
attach to the common working file. And |I've heard
anecdotally from other conpanies that -- and we only
have 400,000 nore to go so we're --

MR. PETTENG LL: They said they have sol ved t hat
problemand it's now working. That's part of the delay in
t he date.

M5. NEWPORT: | understand sone of that. But
think there are other issues too that seemto have cone to
the fore. |If they're getting solved, that's good. But we
need to understand that for general policy purposes.

|"mreally concerned about timng in ternms of --
and accuracy, because we have to rely totally on a
retroactive data set for estimtes of what paynents wll be
next year so we can file for 2000. | think we need to just
acknow edge that sonehow and keep our eye on that. | think
it's areally critical conponent of this.

| just am very concerned about the snoot hing
i ssues. The response that was conveyed to ne after

yesterday's neeting was that our technical people in the
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industry are still concerned about data napping issues, the
under pi nni ngs of the nethodol ogy so that we can actually do
our own cal cul ations on what the inpact wll be.

There's still some core questions that | think
have been raised here as well. The one-day stay i ssue seens
to be of concern, and the being able to use an abbrevi at ed
data set in the near termso that you can at | east get
sonet hing attached to the comon working file.

Agai n, these are process issues, but they're no
| ess inmportant than sone of the nore theoretical issues. |
guess it would be hel pful maybe if you could give your
i npression of the neeting in ternms of, am| accurately
reflecting what you m ght have heard yesterday?

MR. PETTENGQ LL: There was certainly a | ot of
di scussion of those issues of getting the data in
effectively, where it was, whether it had been transmtted
by the plans to the internediary they've chosen to be the
recei ver, and how nuch of it had gotten to HCFA and what the
probl ens were, and whet her they were being resol ved.
think there's a |l ot of problens occurring there, but | think

wthin a few weeks that will all be pretty nuch worked out,
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at least in ternms of getting the data in.

Now where do you go fromthere? These issues of
sanple size and the potential volatility of the nunbers seem
to nme to be pretty worrisone.

DR. NEWHOUSE: | want to call on Alice, but let ne
ask a clarifying question. |If they put in a floor to deal
with the volatility, would that be budget neutral, or did
t hey say?

MR. PETTENG LL: What's the floor apply to here
t hat you're thinking about?

DR. NEWHOUSE: |'m assum ng that you just bound
the decrease. |If sonme county was going to get a 30 percent
decrease because in one year --

MR. PETTENG LL: You're tal king about the corridor

i ssue --

DR. NEWHOUSE: So we said, we're not going to
| ower anybody nore than 7 percent or whatever. |Is that
going to be budget -- | assune that's what you had in m nd

with the corridor, or what they had in mnd

MR. PETTENG LL: | think that's what they have in
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DR. NEWHOUSE: D d they say whether that woul d be

budget neutral ?

MR. PETTENG LL: No. But | would inmagine that if
you were going to do this, you would want to nake it budget
neutral. | don't know. It's hard to discuss sonething |ike
that with sonmeone who isn't yet prepared to discuss it.
They're not going to tell you everything about it. | nean,
t hey may not have thought it all the through.

DR. NEWHOUSE: You nean not prepared to discuss it
because OVMB hasn't cleared a final rule or what?

MR. PETTENG LL: No, it's nore a matter of, we're
wor ki ng on that and we're thinking along the lines of using
sonething like this but we're not going to -- |I'mnot going
to describe it fully to you because | don't have it al
worked out. O, this is sonmething that has to be approved
by six other people, so at this stage it's just an idea.

And noreover, the actuaries will certainly have a hand in
what this | ooks like in the end.

DR. NEWHOUSE: Sounds |i ke a good segue to Alice.

MS. ROSENBLATT: You can al ways bl ane the

actuari es.
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| also want to agree with Janet and say that the
presentation of very difficult material was done extrenely
well and | really appreciate the effort that both of you put
forth on that. | think it really did try to clarify sonme of
the very conplicated issues.

I"'mstill not sure that | understand the paynent
question. Joe, | may need your help here. [If we have a
nodel that took diagnosis from'95 and calibrate it based on
paynment for those di agnoses a year later. That's the
calibration nodel that you described. Then it would seemto
me the way to create a working nodel that does the sane
thing is to say, okay, if we're applying this to the year
starting 1/1/2000, and then if we're going to do an exact --
let's do it the way the calibration was done, we woul d take
di agnoses during a 12-nonth period, 1/1/99 to 12/ 31/ 99,
track that, and then the menber connected wth that,
wherever that nenber is, that determ nes the paynent.

But you're saying that's not what's going to
happen. W're going to be using some prior -- there's nore
of atime gap than the calibration nodel

DR. NEWHOUSE: Anot her si x nont hs.
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MR, PETTENG LL: You have to distinguish between
the wei ghts and the assignnent of the weights.

M5. ROSENBLATT: That's what |'mtrying to do.

MR. PETTENG LL: The weights for cal endar
year 2000 will be the weights based on the 1995 and 1996
dat a.

M5. ROSENBLATT: | understand that.

MR. PETTENGQ LL: The question is, which category
does a person belong in?

M5. ROSENBLATT: Correct.

MR. PETTENG LL: And that is based on -- at the
begi nni ng of cal endar year 2000 that cannot be based on the
full cal endar year of encounter data because you don't have
it.

M5. ROSENBLATT: Right.

MR. PETTENGA LL: So it's going to be based on the
prior -- a 12-nonth period ending six nonths earlier. That
is, ending June 30th, 1999. That will be the basis for
establishing initial rates that either could be interim
rates which are retroactively adjusted six nonths |ater when

you have the full calendar year's data, or they could be
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just the plain rates.

M5. ROSENBLATT: And they have not nade that
deci sion yet?

MR. PETTENG LL: That's right. And they were
interested in what the industry thought, which way the
i ndustry would prefer it, because |I think from HCFA s

perspective it doesn't matter.

M5. ROSENBLATT: | don't know what Janet woul d
say, but | would vote to finalize it. | would not vote
going out -- to ne, there's enough uncertainty in this whol e

systemright now that 1'd say --

MR. PETTENG LL: You'd rather not have the
correction.

M5. ROSENBLATT: |1'd rather not have a correction
the first year out, yes.

MR. PETTENG LL: Send theman e-nmail. Really,
that's what they're asking for. Not just the comments on
the notice, but they were literally asking people to submt
guestions, to send theman e-mail and tell them what they
t hi nk.

M5. ROSENBLATT: But ny other question is, does
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that -- and | haven't played around with these nodel s enough
to have any feel for them but Joe, do you think there's
sort of a big disconnect them between the calibration and
the way it's being inplenmented because of that tine | ag?

DR. NEWHOUSE: Sonme. But it doesn't sound to ne

like that's anywhere near the top of the list of problens

her e.
M5. ROSENBLATT: Okay, let nme keep going then.
DR. ROSS: Can | ask Alice a question, because
your second question -- on the basis of your first, |

t hought | heard you say you're not sufficiently worried
about that disconnect; that you'd rather just have no
correction because of the chance of error. But then your
second question was how big was the disconnect. So did I
under st and your first question?

M5. ROSENBLATT: My intuitive sense, wthout
having actually tried it out, what nmy intuitive sense is, |
agree with Joe that it's not a big deal

DR. ROSS: So we're saying year two | ooks a | ot
i ke year three.

M5. ROSENBLATT: But |' m concerned about two



10

11

12

13

14

15

16

17

18

19

20

21

206

things. One is, | think there's so nuch uncertainty that
having an interimpaynent and a settlenent introduces

anot her degree of uncertainty to plans that are struggling
financially. So | would rather not have the financial
uncertainty of the interimpaynent, particularly if it can
go in either direction. | think whenever there's a
possibility of pulling noney back you get into real trouble.

Then nmy second point on that would be, there would
need to be accounting standards set up and all Kkinds of
things to accrue for that uncertainty out there. And if you
make the assunption that it's all going to wash out, then
the plans that need to cough up noney at the end are going
to be in serious financial trouble. So for all of those
reasons | would say, don't do that.

M5. NEWPORT: And | would concur. M gut reaction
at that was, that's small confort if you have doctors'
paynments were either too low, which is still bad, and then
woul d go | ower, or too high and then you have to take it
back fromthem |It's very destabilizing. Your contracts
are nore than -- they're not renegotiated annually. W go

| onger termcontracts, and all sorts of things are driven by
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that. | think that is an additional problemin terns of
uncertainty.

MS5. ROSENBLATT: Great point. Playing what | said
out to the health plan and playing that out down the food
chain to the provider nmakes it even worse.

Was there any indication -- somewhere in the paper
that you prepared for the neeting, not what you presented
here, but there was a comment about sonme actuary froma
health plan had estimted a 40 percent decrease in paynent.

MR, PETTENG LL: That was in Medicine and Heal t h.

It was a quote from an unnanmed manager of a health plan in

Oni o.
M5. NEWPORT: | know who that is.
MR. PETTENG LL: You think you know who that was?
M5. NEWPORT: | think | do.
MR. PETTENG LL: | think that point was, we only

put that in there to indicate that there are a | ot of people
out there who are worried about the potential decline they
m ght be facing.

M5. NEWPORT: But in fairness, | don't think

anyone has, until maybe yesterday or the Federal Register
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notice, had the ability to get close to what the inpact
woul d be, using what HCFA would use. And there's still a
gap.

DR. NEWHOUSE: W have to say what we're going to
say in a cooment letter, and | at |east would cone to phase-
in.

M5. ROSENBLATT: That was ny next point. M
guestion was going to be, did they give any indication of
how big the gap would need to be before they would --

MR, PETTENG LL: No.

M5. ROSENBLATT: Then ny recomrendation -- | have
two reconmendations which | was building up to. One is, |
t hi nk we should reconmend a phase-in, which we already
recommended, and | think we should just reiterate it.

But two -- and Stuart and | were tal king about
this over lunch -- | think | would like to see the MedPAC
staff set up sonme nonitoring of paynents once we get
to 1/1/2000. | think we need to set up sonething that wll
show the variability of paynent. And al so, nmaybe even now
start tracking enrollnent issues |like we were tal king about,

because we're saying we kind of know from newspaper stories
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whi ch plans are wthdrawing from areas, but we don't know
where plans are stopping marketing and things |like that.
But if we track new enrollees we nay be able to get those
red flags that we keep tal ki ng about, early warnings.

Finally, just an aside coment about, now I hope
everybody understands why |'ve been saying we need the
i npl enentation details, we need the inplenentation details,
because | think this is illustrated in a |lot of the stuff I
was worried about.

DR. KEMPER | just think in conbination with that
we ought to reiterate the, nove as quickly as possible to
encounter data and to a | onger period over which diagnoses
are neasured, because the phase-in, that's just the short
termsolution. That doesn't do nuch except slow things down
and give themtinme --

DR. NEWHOUSE: It mtigates the noral hazard
probl em on adm ssi ons.

DR. KEMPER It does that.

DR. WLENSKY: But it also gives sone tine --
think it's inportant what Peter is saying, is that if we say

bot h phase-in so you mtigate the unintended consequences,
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and at the sane tine use that phase-in period to begin to do
the things that aren't being done |ike the anbul atory data
selected -- or however, and to begin to do multiple year
effects, that that would allow you, presumably, if you think
about that occurring over a three or a four-year period, by
the end of the first three or four-year -- by the tine you
get it fully phased-in you ought to be in a position to nmake
up the worst of the om ssions.

DR. NEWHOUSE: Also | think we have to draw
attention to the volatility issue, although how real that
will be will obviously depend on where these floors and
ceilings are set, which is open.

MR. PETTENG LL: Right.

DR. W LENSKY: The potential for volatility in
some of the small markets is enornmous. | think that that is
al so sonething in our cooments where we shoul d indicate that
i f HCFA appreciates it -- and they may well -- | think that
Congress does not.

DR. NEWHOUSE: It will when the paynents go too
hi gh.

DR. W LENSKY: Absolutely. And | don't know
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whet her -- it's not, obviously, as a note to HCFA, this
i ssue about to what extent can MedPAC nonitor changes,
w t hdrawal s, or slowdowns by county, by market. | don't
know whether | agree -- | think this is an issue that would
be better to start nonitoring so we can get sone early
war ni ng as opposed to a year after the fact. | don't know
whet her we can do that, but | think it's sonmething that to
the extent that we are in a position to start doing this, to
be able to put sonme enpirical evidence behind what you read
in the newspaper will be very useful. And this is only one
of several reasons why it m ght occur.

MR. PETTENG LL: Right. 1In the past we've used
the group health master file to track enroll nment by plan.

DR. W LENSKY: But because it wll have enornous
inplications for prem um paynents for seniors who find
t hensel ves forced into Medigap, | think it will becone a
very sensitive issue, if in fact it occurs. So it's not
just a question of whether the growh is or isn't what CBO
proj ected, or what happens to the financial health of sone
of these health care plans, is what it neans for seniors who

ot herwi se woul d have had this as an option.
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DR. KEMPER: Calls to Congress will be the early

war ni ng i ndi cator.

DR. WLENSKY: Absolutely, yes. In a way, we've
seen at |east early indications of concern about home care,
but this is really not a consuner-driven issue at the
monment. It's an institution-driven issue. But if you get
this kind of change that we're readi ng about potentially on
the horizon, it could be much nore the beneficiaries than
t he pl ans.

So anyway, to the extent that we can start
monitoring it, it has the potential for having a | ot of
r eper cussi on.

Any further comments?

W will, | assune, get sonething circulated so
that we can -- will we be able to circul ate sonmething before
Cctober 6th? It's not very |ong?

DR. ROSS: It's 18 days? W can certainly get
sonething out that reiterates where we are. \Wether we'd
want anything that's dramatically new --

DR. WLENSKY: No, | assunme they can't -- just to

have peopl e have a chance to make comments so they can --
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and we wi Il understand the very short turn-around.

Thank you, that was a very lucid presentation of a
conpl ex area.

Let's open it to public comment, if anyone w shes
to say sonet hi ng

M5. MLLER |I'm Marianne MIler fromthe Health
| nsurance Association. |'mnot prepared to enter into any
techni cal discussion at this point but | would like to
underscore the concerns that you' ve heard fromthe two
menbers from plans, and | et you know t hat we have comment ed
to HCFA with concerns on risk adjustnent and have given you
-- Murray has a copy of our comments. It occurs to ne that
if there's anything that we can do with our nenbers to help
you nonitor the early inplenentation, we can explore that.
W m ght be able to do sonething.

Thank you.

DR. W LENSKY: Thank you. Anyone else want to
rai se an issue?

Thank you. Qur next neeting is toward the end of
Cctober. It wll be here. W w il nake sure that the

schedul e is available both electronically and in paper form
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[ Wher eupon,

concl uded. ]

at 3:07 p.m,

the neeting was
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